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The Role of Political Instability In Moderating The Effect of Stock Exchange 
Development Toward Economic Growth 
 
Majdi Abdelmuti Bader 
First Supervisor: Risna Wijayanti 
Second Supervisor: Djumilah Hadiwidjojo 
Abstract: Several studies discussed widely that stock exchange development 
increases the mobilization of idle savings in the economy and converts them into 
productive capital. Hence, stock exchange development is crucial in boosting 
economic growth. In addition, companies listed on the stock exchange are key 
players that play a vital role to boosts economic growth. However, stock exchange 
development cannot work alone in influencing economic growth. Political stability  
performs a pivotal role boosts economic growth by enhancing stock exchange 
development. Hence, the aim is to examine the impact of stock exchange 
development and firms characteristics on economic growth moderated by political 
instability. We applied time-series data between 1997-2019 and using the Unit root 
test, cointegration test, and error correction model to analyze the data. The findings 
showed that Palestine Securities Exchange development affected economic 
growth. In addition, political instability negatively moderates the relationship 
between stock exchange development and economic growth. Empirical results 
also showed that some of the sectors on the PSE contribute, and some had no 
contribution to economic growth. These findings imply that the PSE government 
authority should plan policies to boost the total value traded and market 
capitalization by listing more public equity companies in the Palestine securities 
exchange. Offer broader trading options for investors to promote the attractiveness 
of PSE. The government also should improve the industrial and investment 
sector's performance by reducing energy tariffs and offer incentives to invest in 
those sectors. 
Keywords: Stock Exchange development, Economic Growth, Political Instability, 
Sector Characteristics. 
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The Role of Political Instability In Moderating The Effect of Stock Exchange 
Development Toward Economic Growth 
Chapter I 
Introduction 
1.1 Research Background 
 
 
In pursuit to achieve sustainable development and reach higher rates of 
economic growth, and welfare of society is the main goal for all decision-makers in 
countries. Palestine went through various stages and economic fluctuations 
according to the political conditions and government policies. It experienced rapid 
economic growth between 1996-1999, with a GDP growth rate of more than 10% 
annually. While GDP growth declined sharply during the peak years of the Second 
Intifada, 2000-2002, by more than 13% annually during those difficult years, growth 
resumed in 2003; by the end of 2005, it had regained its pre-second intifada level. 
This event shows a real growth opportunity in Palestine during normal political and 
economic conditions. In 2006, due to an internal political problem, the economy fell 
by 5.3% before it grows until 2010 and 2011, recorded marked economic growth 
rates of 9.7 and 10.3, which are the highest. The economy has experienced a 
decline in growth rates in recent years (PMA 2019). The Palestinian economy 
failed in achieving an accumulation of growth that could lead to substantial and 
sustainable growth, according to data issued by the Monetary Authority and the 
Central Statistical Organization (PEBS, 2019). 
The data revealed the problem of fluctuating economic performance in 
Palestine and the extent of its need for work and development to achieve 
sustainable growth, which motivated us to conduct this study. The economic 
deterioration performance is because of a lack of good policies in Palestine 
adopted by Palestinian decision-makers to allocate resources from non-productive 
2  
sectors to sectors that can reduce unemployment, enhance aggregate demand, 
and long-term GDP growth (Awad et al., 2017). The root of this lack of policies may 
be due to variations in the outcomes received from the numerous studies 
conducted on the relationship between stock exchange development on economic 
growth in Palestine. 
Therefore, the theory of finance and growth has been developed to explain 
why finance might cause economic growth, and it proved that financial systems 
could have a role in sustained growth. Therefore, this research aims from a 
financial perspective to examine the impact of stock exchange development on 
economic growth moderated by political instability. In addition, the study examines 
the stock exchange sector's performance to determine whether the entire sectors 
contribute to economic growth due to the lack of awareness of the performance of 
each sector on PSE and the extent of their contribution to economic growth. After 
we examined the impact of the stock exchange development in general on 
economic growth in Palestine. It is imperative to explore the impact of each sector 
separately on economic growth, given its importance in showing the performance 
of all five sectors of the PSE and the proportion of their contribution to economic 
growth, which allows us to understand the fulfillment of the PSE deeper. Analyzing 
the performance of each sector of the stock exchange is the first step to 
understanding the strengths and weaknesses of the PSE, which allows finding out 
the contribution of each sector and to manage, develop and improve the 
performance of the stock exchange and thus boost economic growth in Palestine. 
Hence, providing suggestions to decision-makers to analyze and manage the 
expected risks for effective strategic planning based on the outputs. 
The majority of previous studies pointed out the importance of the stock 
exchange development and its impact on economic growth, and they revealed that 
financial development is a vital component that could enhance economic growth 
3  
by mobilizing savings and increase capital accumulation (Levine & Zervos, 1996; 
Ikiiki & Nzomoi, 2013; Bayer et al., 2014; Omoruyi & Izekor, 2015). 
The remark of the relationship between the financial sector and economic 
growth was by Schumpeter (1911), showed in his book “Theory of Economic  
Development” the role of financial systems on economic growth, he pointed out the 
positive impact of development in the banking sector in particular on the level of 
growth on GDP. This study was the starting point for numerous theoretical studies 
in finance and economics literature, emphasized that financial development 
stimulates economic growth. It encouraged researchers to pay attention to the 
stock exchange development and its relationship with economic growth. The link 
between stock exchange development and economic growth has caused an 
extensive discussion. 
The development of the stock market theory is to enhance the economic 
growth rate by increasing the national savings level, providing diversified 
investment opportunities, and improving the quality of investment activities in the 
economy. This relationship reveals two schools of thought. The first is the concept 
of positive correlation, which confirms that high stock exchange performance will 
promote economic growth. Omoruyi & Izekor (2015). According to Gurley & Shaw 
(1955), stock exchange development as a catalyst for physical capital 
accumulation will eventually stimulate production and promote economic growth. 
The stock market is a significant source of capital, which enhances liquidity, and 
therefore, more profitable investments and better capital allocation, and promotes 
long-term economic growth (Levine & Zervos, 1998). The second school assumes 
no connection between stock exchange development and economic growth 
(Paramati & Gupta, 2011). 
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Theoretically, it is a debate that developed markets are more effective 
because it reduces the need for investors to investigate firms while new data 
shown in public stock prices (Stiglitz, 1985). In general, most practical results 
support the relationship between the stock exchange development and economic 
growth; this theory is proven in politically stable economies due to the commercial 
and business freedom that investors have in those countries. Consequently, the 
nexus between stock exchange development and economic growth could be 
various in emerging economies compared with developed economies, Because of 
the political turmoil that developing countries suffer (Hoque et al., 2018). According 
to Abdullahi & Fakunmoju (2019), most of the stock exchanges in the developing 
economies have not obtained the wanted ambitions of the developed stock market 
due to some difficulties such as political conditions and risk, dishonest practices, 
and limited corporate governance. Hence, it is critical to recognize the impact of 
political stability on the relation between stock exchange development and 
economic growth, to formulate effective financial economist policies. 
Therefore, our study examining how political instability affects the relationship 
between Palestine's stock exchange development and economic growth. In 
countries with unstable governments and social politics, the influence of the stock 
market will be suppressed (Enisan & Olufisayo, 2009). Logically, in a country with 
volatile conditions and rising political instability, investors will alienate, and feel 
distrustful, which will hurt the stock market index. Moreover, political turbulence 
hurt business and export operations; as a result, the level of national income 
decreases, hence, the rates of economic growth (Hoque et al., 2018). Thus, some 
prior studies proposed that political instability could determine the endogenous 
relation between stock market development and economic growth (e.g., Aisen & 
Veiga, 2013; Hoque et al., 2018). 
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The uniqueness of this study is that Palestine has a different type of political 
instability than other countries. Some countries are suffering a tendency to change 
the system or government. Other countries suffer from politically motivated 
violence that focuses on political unrest or violence in society, such as 
assassinations and demonstrations. Others suffer from government collapse, 
conflict, civil war, coup, and violence. While Palestine suffers from all the forms of 
political instability mentioned previously, it is the only country that still suffers from 
occupation. Thus, due to the particular political nature in Palestine. It is important 
to explore the role of political instability in moderating the effects of stock exchange 
development on economic growth. 
1.2 Research Gap 
 
The relationship between stock exchange development and economic growth 
remains unclear, which is represented in the lack of consistency between stock 
exchange development and economic growth, especially in developing countries. 
Some researchers support that financial system development enhances economic 
growth (e.g., Bayer et al. 2014; Omoruyi and Izekor, 2015; Hoque & Yakoob, 
2017). Other researchers support that economic growth enhances financial system 
development (e.g., Demetriades & Hussein ،1996; Barna and Mura, 2010). The 
third type of researchers argued that stock markets and economic growth have a 
complementary relationship (e.g., Greenwood & Smith, 1997; Ozturk, 2008). 
Furthermore, Palestinian studies examined the role of the stock exchange 
development on economic growth. Al-Masry (2011) and Shaheen (2012) 
investigated the efficiency of the PSE and its role in supporting the national 
economy, and the study concluded that the Palestine Stock Exchange does not 
possess operational and aggregate efficiency and does not boost economic 
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growth. While Abbadi (2012), and Abaddlah (2013), emphasized that the stock 
market plays a significant role in influencing economic growth. 
Beyond that, the reason behind this thinking is that stock markets in 
developing countries face many challenges, such as liquidity problems, low 
transactions, and that is due to political instability (Owiti, 2013). Therefore, several 
previous studies argued that political instability could determine the endogenous 
relation between stock market development and economic growth (e.g., Asteriou 
& Siriopoulos, 2000; Enisan & Olufisayo, 2009; Aisen & Veiga, 2013; Hoque et al., 
2018). 
Theoretically, the literature shows the relationship between stock exchange 
development and economic growth. However, this theory has been proven more 
in politically stable economies, and that's due to the common economic and 
political turbulence in developing economies (Hoque et al., 2018). Therefore, the 
relationship between stock exchange development and economic growth may 
differ according to political conditions in countries (World Bank, 1993; Asteriou & 
Siriopoulos, 2000; Yusef, 2002; Hoque et al., 2018). 
Based on studies of (Asteriou & Siriopoulos, 2000; Hoque et al., 2018), which 
examined the moderating role of political instability on the relationship between 
stock exchange development and economic growth. They concluded that political 
instability negatively affects the relationship between them by harms the 
functioning of businesses and trading in the stock market and is reflected in 
economic growth rates. 
1.3 Statement of the Problem 
 
The economic growth data shows a fluctuated significantly in the last two 
decades in Palestine, due to the arbitrary practices of the Israeli occupation and 
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lack of good policies of the Palestinian decision-makers, and this may be due to 
the lack of clarity on the relationship between stock exchange development and 
economic growth, and the lack of clarity on the role of each sector of the Palestinian 
Securities Exchange sectors to economic growth. 
There have been widely discussed that stock exchange development is crucial 
in boosting economic growth because it is considered to increase mobilization of 
idle savings in the economy and convert them into productive capital leading to 
enhance economic growth. However, stock exchange development cannot work 
alone in influencing economic growth. Previous results are still showing 
inconsistent findings on the relationship between stock exchange development 
and economic growth. Moreover, such a relationship differs between stock 
exchanges in countries with stable and unstable political conditions. 
Literature review reveals some studies on the role of political instability on the 
relationship between the development of stock exchanges and economic growth 
in developing countries. They studied the size of the market and eliminated market 
liquidity, which is a significant indicator of the development of the stock market. To 
our best knowledge, there is no research to examine the role of political instability 
on the relationship between stock exchange development and economic growth in 
Palestine. It also reflected political instability in the low level of trust of foreign and 
local investors in the stock market and the rates of economic growth and hurt the 
government policies efficiency. The reports shown the negative role of political 
instability on the stock markets indicators and economic growth rates leads us to 
literary criticism of these few studies carried out in Palestine on the relationship 
between stock exchange development on economic growth, as these studies have 
eliminated the role of political instability even though literary reviews showed its 
decisive role in the type and direction of this relationship. 
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In addition, the lack of previous local studies examining the role of each sector 
of the stock exchange on economic growth gives ambiguity in explaining why the 
Palestine Securities Exchange is affected or not affected the economic growth, 
based on the performance of each sector of the PSE. From this standpoint, we 
found the motive to examine the impact of political instability on the relationship 
between stock exchange development and economic growth in Palestine; and 
determine the extent of the stock market sectors and their contribution to economic 
growth. 
1.4 Research Questions 
 
RQ1) Does Palestine Securities Exchange development affect the economic 
growth in Palestine? 
RQ2) Does Political instability moderates the relationship between stock exchange 
development and economic growth in Palestine? 
Q3) Does all sectors of the Palestine securities exchange contribute to economic 
growth in Palestine? 
1.5 Research Objectives 
 
a) Determine the extent to which the stock exchange development affects the 
growth of the economy in Palestine. 
b) Examine whether Political instability moderates the relationship between stock 
exchange development and economic growth in Palestine. 
c) Determine that all sectors of PSE have a contribution to economic growth. 
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1.6 Significance and contribution of the Research 
 
 The theoretical and empirical contributions of this research there have been a 
few studies that explore the links between stock market developments and 
growth in emerging economies, and several previous studies focused on the 
role of the banking sector in economic growth, especially in Palestine. 
 Based on Asteriou & Siriopoulos (2000) and (Hoque et al., 2018) studies, 
where they examined the role of political instability on the relationship between 
stock exchange development and economic growth, but they used the market 
size measure represented by the market capitalization as an indicator of the 
stock exchange development, and they both ignored the market liquidity 
indicator represented by the total value of share traded, which according to the 
literature is a complement to the market capitalization ratio, the total value 
traded ratio is a complement to the market capitalization ratio: Although the 
market may be large there may be a few trading (Abbas et al., 2016). 
 According to the literature, political instability as a moderator variable may 
help to explain the inconsistency of the relationship between the stock 
exchange and economic growth in developing countries. 
 Help decision-makers to know the sector that contributes to economic growth 
and understand the relationship between stock exchange development and 
economic growth. 
 This study will also contribute to assisting government decision-makers to 
improve strategic and risk management based on the PSE sectors 
performance and helps the government to implement its monetary policy 
towards productive sectors, and lies in defining the policy that the government 
must pursue to achieve growth; most literature reviews and previous studies 








The chapter focuses on the most prominent theories used to link stock 
exchanges to economic growth. Using econometric models and a conceptual 
framework established by the empirical review, the study is conducted to determine 
the correlation between the development of stock exchanges and economic 
growth, moderating by political instability. Eventually, this chapter discusses what 
distinguishes this study from the previous studies listed. 
 
2.2 The relationship between stock exchange development and economic 
growth 
 
Theoretical studies on stock exchange developments and economic growth 
are reviewed in this chapter, as well as how political instability affects this 
relationship. Traditional theorists claimed there is no relation between the 
development of the stock exchange and economic growth due to the level effects 
rather than rate effects; In many developing countries, volatile stock markets reflect 
the fact that the stock market harms economic growth. Although the evidence 
indicates that stock exchange development is closely related to economic growth, 
this view is rarely explored in the literature, and its direction is unclear in emerging 
economies; several studies show that stock exchange development increases 
economic growth. According to Levine & Zervos (1996), stock exchanges serve to 
stimulate economic growth rate through several functions as First, they mentioned 
that the stock market mobilizes savings and making them available for borrowing, 
which provides opportunities to build diversified portfolios of investments in high- 
efficiency companies and increase the liquidity of their assets. Secondly, motivate 
individuals to invest in risky and productive projects through diversification of risks, 
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which increase capital productivity and, consequently, promote economic growth. 
Thirdly, the existence of a stock exchange in developing countries attracts more 
foreign investments. fourthly, the stock exchange increasing capital accumulation 
and distribution of capital all over the economy. That reflects on economic growth 
through the liquidity required for investment projects. 
2.2.1 Theoretical Background 
 
Literature shows that there is no single Inclusive theory that explains the 
relationship between the stock exchange and economic growth. Most of the 
theories of growth include components such as capital and financial intermediaries 
in the economy. 
2.2.2 Endogenous Growth Theory 
 
 The main theoretical guidelines for this work were the endogenous growth 
theory (EGT), which is the grand theory of this examination. Paul Romer (1980) 
established this theory of endogenous growth based on Joseph Schumpeter's 
thoughts. It also depends on questions, such as "What makes some countries 
see more growth than others?" 
 The model argues that factors inside the model specifications explain long-run 
economic growth as self-sustainable without external technological progress 
and is influenced by several initial features of the economy (Agarwal, 2001). 
 Endogenous growth theory has cited saving and investment as the determinant 
that has permanent effects on economic growth. 
 Most academics believe in the modern theory; especially, the endogenous 
growth theory as Romer (1994) pointed out that economic growth is an 
endogenous result of an economic system and not the outcome of exogenous 
powers. (King & Levine, 1993; Atje & Jovanovic, 1993; Greenwood & Smith; 
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 The endogenous growth theory demonstrates how stock exchange 
development help diversify the liquidity and investment risk (Kumar et al., 
2015; Ho, 2019). 
 According to (Caporale et al. 2014), the developed stock markets can 
promote economic growth in the long run. Also, they support the theory that a 
well-functioning stock market can boost economic growth through more 
accelerated capital accumulation and by developing economic efficiency 
through better resource allocation. 
The model shows that the development of stock exchanges can influence 
economic growth in the following ways: 
 Increase the savings or investment rate by using economic policies that 
affect the determinants of private savings. 
 Additional savings can be channeled into investment by preventing the 
loss of funds through intermediation. 
 Finally, the allocation of resources is more productive by raising the 
productivity of capital. Consequently, savings by financial intermediaries 
are efficiently allocated, and higher productivity of capital results in 
increased economic growth. 
2.2.3 Modern Portfolio Theory (MPT) 
 
Growing financial risks reduce investors' confidence to invest in economic 
activities. A risky investment is one where there is the possibility of a higher return, 
earning more for less. On the other hand, it is possible to reduce risk if you feel 
uncomfortable with it. Modern Portfolio Theory is a theory of investing that aims to 
maximize the portfolio return expected by carefully choosing the proportions of 
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different assets for a certain amount of portfolio risk and minimizes risk for a 
particular level of expected return. According to Greenwood and Smith (1997), the 
financial market is the most efficient way to encourage and distribute savings to 
competing users by providing financial instruments with various risk and return 
characteristics. The theory of the effect of stocks on savings and investment by 
determining the return-risk ratios as outlined in Modern Portfolio Theory 
(Markowitz, 1952). Concerns the selection of effective asset combinations and the 
benefits resulting from diversification of security saving and raises savers and 
possibilities to increase their expected rate of return. The increase in the rate of 
return may have a positive impact, which provides an incentive for individuals to 
delay consumption. In terms of investment, there is a view that if managers are 
concerned about the market capitalization of the firm, they should avoid taking 
action in the long run based on short-run share price changes. Thus, reflect 
positively on the stock exchange’s size and financial depth, hence boosts 
economic growth. 
A lack of liquidity risk arises as to the result of the inability to buy or sell an 
investment quickly enough to avoid or minimize a loss. Security or asset cannot be 
traded in the market quickly enough to prevent a loss. The function of risk 
diversification is closely related to liquidity. When stock exchanges are 
internationally integrated, they can enhance economic growth. Projects with high 
returns are relatively risky stock markets that help to diversify risk encourage a shift 
to more return projects (Obstfeld, 1994). 
2.3 Empirical   evidence   of   the   relationship   between   stock exchange 
development and economic growth 
Stock exchange development is the capacity of the stock exchange to list 
numerous companies and enhance the volume of active trading (Applegarth, 
2004). According to Peria & Schmukler (2017), stock exchange development is the 
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ability to mobilize savings from many companies, including equity markets, bond 
markets, allocate them efficiently, and provide a source of investment for those 
who want to invest. 
Several models concentrated on the allocative role of financial systems, the 
most important of these studies are (Bencivenga & Smith 1991; Greenwood & 
Jovanovic 1990; Pagano 1993; Wu et al., 2010). 
 Financial markets let firms increase liquidity, diversify portfolios, and 
decreasing risk, hence boosting growth (e.g., Levine, 1991; Saint Paul, 
1992). 
 Developing financial systems improves performance and offers exit 
mechanisms for agents (e.g., Rousseau & Wachtel, 2000; Arestis et al., 
2001). 
 Financial markets promote entrepreneurship specialization and the use of 
new technology (Greenwood & Smith, 1997). Foreign direct investment and 
portfolio capital inflows are possible sources of investment funds. 
However, this theory proves in politically steady countries, where investors 
enjoy economic and business freedom (Adusei, 2012). Compared with developed 
countries, the correlation between stock exchanges and economic growth may 
differ in developing economies due to fluctuations in political and economic 
conditions that might influence this relationship (Asteriou & Siriopoulos, 2000). 
Early studies revealed that financial development is a vital component that 
could boost economic growth (Schumpeter 1911; Goldsmith, 1969; Shaw, 1973; 
McKinnon, 1973). Others stressed that the mentioned scholars exaggerate the 
benefit of the stock market to economic growth and showed that financial 
development is not a crucial determinant of growth; instead, it is a growth-limiting 
factor (Lucas, 1988; Yousif, 2002). Also, several studies show no effect of financial 
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markets on economic growth. e.g. (Kar et al. 2011; Narayan & Narayan, 2013). 
Also, stock markets have not boosted growth in low-income countries (Rioja & 
Valev, 2011; Andini, 2014). So, the connections between stock markets and 
economic growth are debatable and not consistent with the theory. In most studies, 
financial development is correlated with economic growth, but the directions of the 
causal relationship vary (Hassan et al., 2011). The literature presented by Patrick 
(1966) finance and economic growth are causally related in three ways: 
2.3.1 Supply Leading Hypothesis 
 
It emphasized that financial development positively affects economic growth 
by providing financial services via financial intermediaries. Levine (2005) noted that 
financial services include low-cost information and investment opportunities that 
encourage better allocation of resources by investors who will have a broader 
range to choose more profitable alternatives that will ultimately boost economic 
growth. The various arguments advanced by researchers to support his work 
contributed to proving that financial development significantly affects economic 
growth (e.g., King & Levine, 1993; Nazir et al., 2010; Ikiiki & Nzomoi, 2013; Bayer 
et al. 2014; Omoruyi & Izekor, 2015; Hoque & Yakoob, 2017). 
2.3.2 Demand Following Hypothesis 
 
It argued the opposite, stating that economic growth stimulates the 
development of stock markets through demand for financial aid, which speeds up 
the financial system (e.g., Robinson, 1952; Demetriades & Hussein, 1996; Barna 
& Mura 2010). Confirmed that growing companies need more finance and support 
that economic growth drives finance depends on the assumption that financial 
development is a result of the demand for financial services that comes with the 
growth of the economy. 
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2.3.3 Feedback Hypothesis 
 
This hypothesis assumes that stock markets and economic growth have a 
complementary relationship. Consequently, growth encourages stock market 
development, and stock market development also a significant factor in enhance 
economic growth; several researchers support this work. (e.g., Patrick, 1966; 
Demetriades & Hussein, 1996; Greenwood & Smith, 1997; Ozturk, 2008). 
There are many empirical studies on the finance-growth nexus in developed 
countries; moreover, a few studies used developing countries as a country of 
analysis (Caporale et al.,   2014).   Also,   Ho &   Odhiambo   (2012)   studied 
the development   of   the stock   market   and    economic    growth    in Hong 
Kong employing data from 1980-2010, using three indicators for the stock 
exchange development; Market capitalization, total value of shares traded, and 
market turnover. They indicated the direction of causation depends on the proxy 
used to measure the development of the stock market; using stock market 
capitalization, and the results showed a unidirectional causal link, investing in the 
stock market leads to economic growth both short- and long-term. However, using 
the stock market turnover, they found economic growth has a causal effect on 
stock market development in the short and long term. 
Finally, market capitalization indicated a causal flow from economic growth to 
the traded value of the stock market in the short run. Empirically, there is no 
consensus on the direction and strength of the relationship between the stock 
exchange and economic growth. Due to the differences across studies created 
from research sets across the world, refer to “Influences of countries” such as the 
size and openness of the economy (Hassan et al., 2011). Additionally, studies 
showed unidirectional and bidirectional results in developed countries. However, 
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our study examines the studies on the emerging countries to explain the essence 
of the link between the stock exchange development and its economic growth. 
















Per capita nominal 
GDP market 
capitalization ratio, 





Stock exchange development 




Growth of GDP in 
real terms, Trend of 








Stock exchange development 





the turnover ratio, 
value traded ratio, 







Market capitalization and value 
traded ratios do not correlate with 
economic growth, while the 
turnover ratio has a positive 
correlation with economic growth 
Pradhan et 
al., (2013) 
The total value 




A panel VAR 
Approach 
Stock exchange development 
enhance economic growth 
Bayar et al. 
(2014) 
Market capitalization, 
the total value of 









The development of stock 
exchanges is long-term 
correlated with economic growth 
Hondroyian 
nis et al., 
(2005) 











Nigeria, Ghana, and 
Kenya 
Market capitalization, 







Stock exchange development 
boosts economic growth in 
Kenya, while no causal relation 









It found the stock exchange has 
no significant impact on GDP 
18  
 







Stock exchange development 
does not affect economic growth 
Haque Market capitalization, (1980- Model of The stock exchange does not 
(2013) GDP per capita 2005) Dynamic panel affect the growth of GDP per 
    capita 
Rioja & GDP, The total value 1980– GMM Stock exchanges   showed   no 
Valev traded, Market 2009 technology for significant impact on economic 
(2014) capitalization  dynamic growth 





2.4 The stock exchange development and economic growth moderating by 
political instability 
Political stability is essential to enhance the flow of capital into the stock 
market, bring in domestic and foreign investment, and boost economic growth 
(Hoque et al., 2018). In theory, political instability defines in three ways: the first 
approach is to define it as a tendency to change the system or government. The 
second is politically motivated violence that focuses on political unrest or violence 
in society, such as assassinations, demonstrations, etc. The third approach 
focuses on the instability of policies rather than the instability of systems (e.g., 
Annett, 2001; Asteriou & Siriopoulos, 2000; Aisen & Veiga, 2013). Political 
instability defines as a government collapse (Alesina et al., 1996). Annette (2001) 
attributed political instability to conflict, civil war, coup, and violence. Investing in a 
politically volatile economy makes investors feel insecure trading in the stock 
market or brokerage firms and forces them to withdraw their capital. In addition, 
there is no doubt that in a country with the most unstable government, social 
politics, and higher potential risk, the impact of the stock exchange will be limited 
(e.g., Asteriou & Siriopoulos, 2000; Enisan & Olufisayo 2009; Aisen & Veiga, 
2013). 
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Theoretically, there are two types of proxies, internal and external political 
instability. The internal political instability indicators are chaos, social division, 
demonstrations, government crises, strikes, protests, riots, and coups (jong Pin, 
2009; Aisen and Veiga, 2013). The common proxies of external political instability 
are external interference, military spending, instability on the region's borders, 
wars, the death toll in foreign conflicts, and the expulsion of diplomatic missions. 
(e.g., olachek & Sevastianova, 2012; Sweidan, 2016). 
The difference in using this variable in Palestine is that due to special conditions 
that affect stock exchange development and economic growth, internal and 
external political instability occurs. Political turbulence harms market capitalization, 
traded volume, and turnover ratio, which leads to a slowdown in economic growth 
(Karolyi & Martell, 2010). Hence, the negative impact of political instability may 
lead to a decline in economic production. From this perspective, we can emphasize 
that political instability may hurt stock exchange development and economic 
growth (Hoque et al., 2018). 
Political disturbances constitute obstacles in business operations, leads to a 
decline in the total output level of the economy. Additionally, political instability 
leads to a decrease the economic growth by harming saving, investments, and firm 
decisions (Tang & Abosedra, 2014). On the other hand, this political turbulence 
has threatened investors in the Tunisian stock market during the revolution 
because the uncertain environment might pose a real risk to their investment and 
strategic goals (Mnif, 2017). Empirical studies confirm the moderating role of 
political instability in the nexus of the stock market and economic growth. 
Furthermore, Asteriou & Siriopoulos (2000) studied the connection 
between political instability, economic growth, and the development of the stock 
market in Greece. Empirical results show a negative relationship between 
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uncertain political conditions and the general index of the Athens Stock Exchange, 
which confirms the correctness of the theoretical hypothesis that uncertain social 
and political conditions harm the stock exchange development and economic 
growth in Greece. Moreover, (Hoque et al. 2018), studied the link between 
economic growth, foreign direct investment, and stock market development 
moderating by political instability, and emphasized short and long-term 
relationships between the variables. A unidirectional link between economic 
growth, stock market development, and foreign direct investment. Eventually, they 
stressed that political instability negatively moderates this relationship. 
2.5 Sector characteristics and economic growth 
 
Sector characteristic of the stock exchange is to group firms according to their 
business activities, allowing investors to view the entire market and compare firms 
based on their business. The sectoral characteristics of the stock exchange are 
the stock exchange indicator for each sector separately. It provides an indication 
for investors about their future moves and movement in the share price, and sector 
indicators show the expected future direction of the stock and the economy as a 
whole. 
Industry sector characteristics effectively impact economic growth in 
developing countries (Nunnenkamp, 2003). Analyzing the performance of each 
sector of the stock exchange is the first step to understand the strengths and 
weaknesses of the PSE, which allows finding out the contribution of each sector 
and what is required to manage, develop and improve the performance of the stock 
exchange and thus boost economic growth. Supports policymakers in formulating 
policy decisions (Egbunike & Okerekeoti, 2018). Palestine securities exchange has 
five main sectors: banks and financial services, investment, insurance, and 
industry services. 
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2.6 Reviews of major Palestinian studies 
 
Initially, local studies on the effect of the stock exchange development in 
promoting economic growth show an inconsistency in the results. Shaheen (2012) 
studied the collection efficiency for the Palestinian Stock Exchange and its role in 
promoting the national economy using the questionnaire tool. Concluded that the 
Palestine Securities Exchange does not possess the main elements for operational 
and aggregate efficiency, and suffers from difficulty in obtaining sufficient 
information, having market dealers the ability to influence stock prices, high 
transaction costs in the market, and not all dealers have the same opportunity to 
make profits. Furthermore, to the insufficient number of companies listed on the 
trading list, some companies acquired the largest share of the trading volume; the 
study indicated that the stock market suffers from weak investor confidence. 
On the other side, Abadilah (2013) aimed to identify the role of the Palestine 
Stock Exchange in financing economic growth in Palestine and used the 
descriptive approach to find out the impact of independent variables as indicators 
for the Palestinian Stock Exchange (market capitalization rate, turnover rate, the 
total trading value, the investment environment) on the dependent variable, the 
rate of capital accumulation, as an indicator of economic growth, through the 
quantified corrected small squares method. The study concluded that there is a 
relationship between PSE and economic growth. In addition, Dahoodi (2015) 
investigated the role of the Palestine Securities Exchange on economic growth and 
the direction of the causal relationship between them and stock market sectors that 
have the highest impact on economic growth. 
Using the descriptive approach for a time series of study data and the error 
correction model to estimate the independent variables in the study, which is 
(market capitalization rate, trading ratio, and turnover ratio) for all companies listed 
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on the Palestine Stock Exchange; and their effect on the per capita GDP. The study 
concluded a causal relationship between the variables in the long term and a 
unidirectional causal relationship in the short run, moving from the rate of 
independent variable market capitalization towards the dependent variable. In 
conclusion, according to our best knowledge, this is the first study of its kind that 
investigates the moderating role of political instability on the stock exchange 
development and economic growth in Palestine. 
2.7 Stock exchange Development 
 
The development of stock exchanges is expanding in market size and liquidity, 
using three indicators, market capitalization, turnover rate, and the total value 
traded. This study used market capitalization as a size-based indicator and 
excluded the turnover ratio as it showed the internal liquidity of the stock exchange; 
It adopted the total value of shares traded in the model as it shows the liquidity of 
the stock exchange for the economy. 
2.7.1 Market capitalization and economic growth 
 
Market capitalization is the value of listed stocks divided by GDP used to 
measure the size of the stock exchange. In economic terms, the assumption is that 
market size correlates with the capacity to mobilize capital and diversification risk. 
This ratio represents the strength of the stock exchange, assuming that the market 
capitalization correlates with economic growth that depicts that a larger market 
capitalization leads to higher economic growth (Ghafoor & Iftekhar, 2015). The 
endogenous factors affect the stock exchange capitalization, which caused to 
increase in the country’s growth rate (Hondroyiannis et al., 2005). Empirically,  
(Hoque et al. 2018) used market capitalization as an indicator for stock exchange 
development. Also, GDP growth rate as a proxy for economic growth, while for 
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political instability, they used World Bank’s country-wise political stability index. 
Ultimately, they emphasized that political instability negatively moderates the stock 
exchange and economic growth linkage. Moreover, market capitalization is used 
by (Levine & Zevros, 1998; Abbadi, 2012; Biyan, 2012; Kumar & Padhi, 2012; 
Crap, 2012; Cihak et al., 2012; Barajas et al., 2013; Dahoodi, 2015; Hossin & Islam, 
2019). 
Table 2.2 Literature review of market capitalization to economic growth 
 
Topic Authors Major Findings 
 
 
The market capitalization 
and economic growth 
Omran (2005) Demonstrated that market 
capitalization influence GDP and 
economic growth 
(Pradhan et al., 
2013) 
Market capitalization affects 




Unidirectional causality from 
Market capitalization to the GDP 
and not vice versa 
(Nwolisa et al ., 
2013) 
The result shows that the total 
market capitalization has a positive 
relationship to the GDP 
Lahura & Vega 
(2014) 
The market capitalization rate 
increase per capita real GDP in the 
short run, but the contribution of 
financial stocks to economic growth 
is insignificant 
Dahoodi (2015) The result shows that market 
capitalization had a positive impact 
on the GDP 
Kumar & Padhi 
(2012) 
Market capitalization doesn’t 
accelerate economic growth 
Abadilah (2013) The result shows that market 
capitalization hurt the GDP 
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2.7.2 The total value of shares traded and economic growth 
 
The (TV) rate is equal to the total value traded of securities / nominal GDP. It is 
a liquidity-based measure that provides the regulated trading value of fixed shares. 
Levine & Zervos (1998) examine the stock market and economic growth link in 48 
nations and conclude that market liquidity positively affects capital accumulation 
and growth. This indicator reflects the stock market’s role in providing liquidity for 
investments at the macroeconomic level. Economists link the market size index to 
the trading rate because there is a possibility that the market will be broad 
compared to the capitalization rate, but maybe low trading (Dahoodi, 2015). Total 
value traded adopted by (Levine, 1996; Levine and Zevros, 1998; Kumar and 
Padhi, 2012; Crap, 2012; Cihak et al., 2012; Barajas et al., 2013; Dahoodi, 2015; 
Abbas et al., 2016). 
Table 2.3 Literature review of the total value of shares traded to economic 
growth 
Topic Authors Major Findings 
 
 
The role of the total value 
traded to GDP 
Kumar & Padhi 
(2012) 
The total value traded is positively 
influenced the level of economic 
growth 
Khezzane (2014) The total value traded had a 
positive effect on the level of 
economic growth 
Dahoodi (2015) The total value traded impacts the 
level of economic growth 
Abadilah (2013) The total value traded has no 
impact on the level of economic 
growth 
Lahura & Vega 
(2014) 
Value traded rate increase per 
capita real GDP in the short, but the 
contribution of financial stocks to 
economic growth is insignificant. 
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2.8 Summary of Literature Review 
 
 Previous studies in developing countries have shown the development of 
stock exchanges is correlated with economic growth takes several forms: 
 Previous studies have shown a positive link between the stock market and 
indicators of economic growth. 
 Some previous studies have shown a weakness in the effect of the stock 
market on economic growth. 
 Others have shown a negative relationship between the stock market and 
economic growth indicators. 
 Some of them have shown a causal relationship that tends from the 
variables of the development of the stock market to economic growth. 
 Some previous studies have shown a causal relationship that tends from 
economic growth towards the development of the stock market. In this 
context, previous studies confirmed an inconsistency of the results between 
developing countries and even in the country itself. Some of them attributed 
this to the size or liquidity of the market, others attributed the reason to 
political problems, and some of them did not provide any explanation. 
2.9 Comment on previous literature studies 
 
Few studies have examined the relationship between the development of the 
stock exchange and economic growth moderating by political instability. To our 
best knowledge, these studies used the market size measure represented by the 
market capitalization as an indicator of the stock market development while ignored 
the market liquidity measured by the total value of shares traded as a complement 
to the market capitalization ratio. Hence, it is a supplement to the market 
capitalization ratio: although the market might be broad, there may be low trading 
(Abbas et al., 2016). 
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Most developing countries suffer from political instability, which requires our 
consideration and study of its role in clarifying the relationship of stock exchange 
development to economic growth. It might help bridge the gap in the limited 
literature on the role of political instability on economic growth and stock exchange 
development, adding the market liquidity measures to complement the market size 
and explain the inconsistency in the results of this relationship. All studies that 
examined the impact of stock exchange development on economic growth have 
ignored the study of the impact of each sector of the stock exchange separately, 
and this gives a lack of understanding of the pros and cons of stock market sectors 
and provides a greater opportunity to improve the relationship between the stock 




RESEARCH CONCEPT FRAMEWORK 
3.1 Conceptual framework of the research 
 
After discussed the research background, defined the research question, and 
reviewed the literature for this research, this chapter purposely establishing the 
conceptual framework. The logical basis for developing this research, because 
there are several theories and concepts related to the relationship between stock 
exchange development and economic growth and the moderating role of political 
instability, which is considered the theoretical basis for problem analysis in 
research. This study aims to determine the moderating role of political instability 
on the relation between stock exchange development and economic growth. 
The Palestinian economy has witnessed many fluctuations that have led to a 
decrease economic growth rate. Therefore, we seek this based on the endogenous 
growth theory to show the theoretical framework based on the effects of stock 
exchange development on saving and investment, and hence economic growth. 
In addition, the previous studies about the relationship between the stock 
exchange development and economic growth differed into three research trends. 
The first trend shows that the stock exchange development drives economic 
growth (e.g., Omoruyi & Izekor, 2015; Hoque & Yakoob, 2017), while the second 
trend shows that economic growth promotes the stock exchange development 
(e.g., Barna & Mura, 2010). The third trend shows no relationship between the 
stock exchange development and economic growth (e.g., Paramati and Gupta, 
2011; Kar et al., 2011; Andini, 2014). Some researchers have attributed the reason 
to the political conditions surrounding the country. Political instability harms 
business progress and attracting local and foreign investors. Thus confidence and 
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behavior represent a significant variable in affecting investors in the stock 
exchange and are reflected in the economic performance (Hoque et al., 2018). 
A considerable portion of the economy's savings route to productive investment 
through financial intermediaries and stock markets. Giving a range of options with 
varying risk and return characteristics. As well as assisting investors in obtaining 
the capital they want, due to the rate of capital accumulation is one of the main 
factors of long-run economic growth, a well-functioning financial system is required 
for an economy to promote the growth rate. 
In theory, a well-developed stock exchange should boost savings and efficiently 
allocate financial capital to real productive investment in the business sector, 
resulting in increased economic growth. Stock exchanges also contribute to 
mobilizing domestic savings by expanding the range of financial instruments that 
savers can use to diversify their portfolios. 
According to theory, stock exchange development should increase the rate 
of return on savings for two reasons. Firstly, being able to add stocks to a portfolio 
will increase the predicted rate of return. Secondly, if capital constraints on 
investment options prohibit people from building their optimal portfolio, liberalizing 
and expanding the stock market would allow people to put their money to better 
use by purchasing shares. 
We considered the influence on saving mobilization by determining return-risk 
ratios as described in modern portfolio theory (Markowitz, 1952), which is 
concerned with selecting the efficient asset combinations and the benefits resulting 
from diversification of security saving. Hence, boost saver's opportunities to 
optimize their expected rate of return. 
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It was imperative to examine the performance of the five sectors of the PSE and 
the percentage of their contribution to economic growth, allowing us to understand 
deeper the behavior of the PSE and allowing individuals to better use their funds 
by purchasing shares. We found an inconsistency in the results of this relationship. 
Several previous kinds of research in emerging economies confirmed that stock 
exchange development supports economic growth. Financial markets are the most 
prominent way of motivating and allocating savings to competing consumers by 
providing financial instruments with a range of risk and return features (i.e., 
channeling investment capital to its highest expected returns) (Greenwood and 
Smith, 1997). Other researchers assume no relationship between them (e.g., 
Lucas, 1988; Rioja & Valev, 2014). Our study seeks to examine the impact of 
political instability on the relationship between stock exchange development and 
economic growth. 
Additionally, the development of the stock exchange and economic growth 
links to political instability. Investors need a stable environment in which they can 
evaluate the performance of firms, which gives them a feeling of comfort and safety 
for long-term investment and thus promoting economic growth. Political instability 
negatively affects the intention of investors to invest in the stock exchange (Zaiane, 
2018). The common phenomenon of political instability in several developing 
countries over time and its negative influence on their economic growth has 
aroused the notice of numerous researchers. Also, the stock market indicators of 
the Tunisia Stock Exchange are links with political conditions (Matta, 2016). 
Furthermore, political instability was the most harmful impediment to the 
company’s growth and one of the significant factors of the weak economy. 
Moreover, Lubos & Veronesi (2013) argued that the influence of political instability 
on volatility has to be harmer in weak economies. 
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The expected returns are significantly affected by the risks of government 
stability, military involvement in politics, external conflicts, and internal conflicts 
(Tuncay, 2017). Otherwise, Aisen & Veiga (2013), using the GMM system applied 
over 169 countries, reveals that political instability leads to declining real GDP per 
capita; after reviewing the economic and financial performance in Palestine, we 
found that the number of companies listed on the PSE since 2011 is stabile, and 
negatively affects the size of the stock market in Palestine, offset by a decrease in 
the gross domestic product and growth rates in the last years, because of relying 
on External support, Israeli occupation practices and harassment that negatively 
affect the Palestinian economy. Based on the previous researches that 
emphasized the relationship between stock exchange development and economic 
growth. This section develops a conceptual framework; figure 3.1 has an objective 
to demonstrate the flow of the relationship between stock exchange development 
towards economic growth, moderating by political instability, and examine the role 
of stock exchange sectors characteristics and the extent to the contribution of each 
sector to economic growth. 
We used the index of aggregate political stability as a moderating variable, 
which could help us to gain a clearer understanding of the relationship between 
the stock exchange and economic growth, this study relied in its analysis on 
proxies to measure the market capitalization rate (MC) and the total value of shares 
traded (TV) as indicators of stock market development as an independent variable 
and used the market capitalization rate for each sector of the stock exchange as 
an indicator of the sector characteristic as a second independent variable and used 
per capita GDP (PCAPITA) as an indicator of economic growth, eventually based 
on the literature review we will use the aggregate political stability index as an 











What distinguishes the theoretical framework of this study is that it examines 
the relationship of stock exchange development to economic growth, as Palestine 
suffers from volatility in economic performance and low growth rates. Hence, we 
shed light on each sector of the stock exchange sectors separately and its impact 
on economic growth, which gives a deeper understanding of the stock exchange 
and enhancing the stock exchange and economic growth relationship depending 
on performing each sector. 
The study also discusses the reason for the different results of the 
relationship between the stock exchange’s development and economic growth in 
developing countries and Palestine in particular. According to a study of the 
literature, political instability may play a role in the various outcomes of that 
relationship. As a result, we examined the function of political instability as a 
moderator in the relationship between stock exchange development and economic 
growth in Palestine. 
The conceptual framework as carried out from the literature review in this 
study is explained as below: 
Figure 3.1: Conceptual framework 
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Table 3.1: Studies Supporting the Conceptual Framework 
 
RELATIONSHIP SOURCE OF STUDIES 
Stock exchange development – 
Economic growth 
Omoruyi & Izekor (2015) (Uchenna et al., 2016); Kapaya 
(2020) 
Stock exchange development - 
 
Political instability 
(Asteriou & Siriopoulos,2000; Karolyi & Martell 2010; 
Aisen & Veiga, 2013; Mnif, 2017; Hoque et al., 2018) 
Economic growth - Political instability (Asteriou & Siriopoulos, 2000; Karolyi & Martell 2010; 
 
Tang & Abosedra 2014; Hoque et al., 2018) 
Sector characteristic - Economic 
 
growth 
(Nunnenkamp et al., 2003; Egbunike and Okerekeoti 
 
,2018) 
Source: Author (2020) 
3.2 Research Hypotheses Development 
 
The hypotheses suggested in this study and their clarification are as follows: 
 
3.2.1 Stock exchange Development and economic growth 
 
The connections between stock markets and economic growth are debatable 
and not always consistent with the theory. The majority of previous studies 
supported the view that stock market development has a significant role in 
economic growth. The market can mobilize savings from several companies, 
allocate them efficiently, and provide sources to those who want to invest 
(Uchenna et al., 2016). The stock market is supposed to stimulate savings by 
providing investors with an additional financial instrument that meets risk 
preferences and liquidity needs. An improvement in saving mobilization may lead 
to a rise in the saving rate. 
Hence, stock markets expect to accelerate economic growth by boosting 
domestic savings and increasing investment (Levine & Zervos, 1996). The 
development of the stock exchange has a strong influence on attracting domestic 
and foreign investors and attracting customers, elevating the status of publicly 
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listed companies. In addition, using the theory of endogenous growth, the stock 
market may influence economic growth by examining the two channels of capital 
accumulation and technological innovation (Levine, 1997). Also, stock exchange 
development and economic growth can be attributed to insights and techniques of 
endogenous growth models, demonstrating that self-sustaining economic growth 
can be achieved without exogenous technological progress. It is related to 
preferences in technology, income distribution, and institutional arrangements 
(Pagano, 1993). Modern literature has shown that determinants such as financial 
systems that arise endogenously in response to market imperfections also spur 
economic growth in the long run (Khan & Senhadji, 2000). 
Several measures determine the development of the stock exchange, including 
market size, stock market liquidity, volatility, and international integration, among 
others. Stock exchange development can increase capital accumulation, thus 
stimulating economic growth (Gurley & Shaw, 1955). The stock exchange 
development can provide significant sources of capital, enhance liquidity, and 
promote economic growth in the long term (Levine & Zervos, 1998). Financial 
markets serve primarily to provide liquidity to both parties with surplus funds 
(savings) and those without it by transferring funds from lenders to borrowers who 
invest those savings in projects and recycling these surplus funds to customers 
(Rajhi et al., 2009). 
Stock exchanges also attract the surplus of non-working capital within the 
economy and convert it from idle money into active capital. Also, providing a variety 
of financial instruments to meet the different needs of lenders and borrowers, thus 
efficiently directing resources to more productive investments (Ang, 2008). Based 
on the above findings, this research hypothesizes that: 
hypothesizes as follow: 
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Hypothesis 1: Increasing stock exchange development will contribute to economic 
growth. 
Theoretically, economic growth and stock exchange development might have 
a unidirectional, bidirectional, or no relationship (Kapaya, 2020). The supply- 
leading hypothesis indicates a unidirectional impact from the stock market toward 
economic growth (Omoruyi & Izekor, 2015; Hoque & Yakoob, 2017). The increase 
in capital in the economy may lead to long-term growth. The importance of financial 
development within the framework of the endogenous growth theory and 
concluded that an advanced financial system leads to higher economic growth 
(Werleman, 2016). On the other hand, the demand following hypothesis shows the 
unidirectional influences of economic growth on stock market development (Barna 
& Mura 2010; Hoque et al., 2017). The feedback hypothesis suggests bidirectional 
impacts between stock market development and economic growth (Demetriades 
& Hussein, 1996; Ozturk, 2008); the alternative view proposes a no-relationship 
between stock market development and economic growth (Hoque et al. 2017; 
Yousif, 2002). 
Shaheen (2012) concluded that there is no correlation between stock 
exchange development and economic growth in Palestine. Abadilah (2013) noted 
that the stock exchange and economic growth have a causal relationship, but the 
direction is from stock exchange development towards economic growth. Also, 
Dahoodi (2015) shows a causal relationship between stock exchange 
development and economic growth in the long term and a unidirectional causal 
relationship in the short run. The inconsistent findings of the causal relationship 
between the stock exchange development and economic growth prompted the 
current study to investigate the relationship with the new dataset. Hence, this study 
hypothesizes as follow: 
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3.2.2 The impact of political instability on the relationship between 
stock exchange development and economic growth 
Political stability plays a crucial role in increasing the flow of capital into the 
stock market by attracting domestic and foreign investment and stimulating 
economic growth. In times of political uncertainty, investors may feel anxious about 
trading at the stock exchange or brokerage house (Hoque et al., 2018). The local 
economic reports confirmed that local investors haven't the desire to enter the 
Palestine Stock Exchange and invest in it, given the political fluctuations in the 
region that pose a threat to investments in general and force investors to withdraw 
their funds. In addition, political instability and violence are detrimental to 
commercial operations of the public and private sectors, which may lead to lower 
levels of production and thus exports. Thus, all of this could negatively affect the 
economy. 
Additionally, political instability hinders the development of the stock market 
by discouraging investors from investing in the market, which negatively affects 
both the stock market and the economy (Ahmed & Pulok, 2013). Moreover, (Hoque 
et al. 2018) studied the moderating role of political instability on the relationship 
between stock market development, economic growth, and foreign direct 
investment, concluded that political instability negatively moderates the stock 
market development and economic growth nexus. Political instability harms market 
capitalization and trading volume and leads to volatility in stock prices (Karolyi & 
Martell, 2010). Influencing investors to withdraw their investments from a politically 
unstable country, thereby negatively affecting economic growth. Also, political 
instability has remarkable negative impacts on stock market development and 
economic growth (Aisen and Veiga, 2013). Based on the above findings, it 
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Hypothesis 2: Political instability can moderate the relationship between stock 
exchange development and economic growth. 
3.2.3 The impact of sectors characteristics on the economic growth 
 
The sector characteristic is the stock exchange indicator for each sector 
separately. It provides an indication for investors about their future moves as the 
movement in the share price of sector indicators gives a vision of the expected 
future direction of the stock and the economy as a whole. To determine what each 
stock exchange sector offers to the development of the stock market and increase 
its size, liquidity, and depth, this is important to study the financial performance of 
each sector of the stock exchange. To improve the performance of stock exchange 
sectors with weak financial performance, strengthen and develop sectors with 
outstanding financial performance, and raise economic growth, decision-makers 
should pay attention to the sector performance and what it provides to the 
economy. Based on the above findings, it hypothesizes as follow: 
Hypothesis 3: All sectors of the Palestine Securities Exchange can contribute to 
economic growth. 
3.3 Operational Definitions of Research Variables 
 
As indicated by the conceptual framework, the variables of this study are 
independent, dependent, and moderating variables. It is necessary to have an 
operational definition for each variable studied. The purpose of these operational 
definitions is to identify variables in a clear and specific manner to avoid 
misunderstandings. The operational definitions of the variables in this study are as 
follow: 
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3.3.1 Stock Exchange Development 
 
Stock exchange development defines as increases in size or liquidity and 
improving a stock exchange’s capability to satisfy an economy’s needs as specified 
in the main stock exchange functions. A large body of previous researches has 
shown that stock exchange development is a significant determinant of economic 
growth. (e.g., Wassal 2013; Omoruyi and Izekor, 2015; Hoque & Yakoob, 2017). 
According to previous research, stock market development influence by factors 
such as: 
3.3.1.1 Market Capitalization Rate (MC) 
 
The Market capitalization rate equals the total market capitalization of listed 
securities / GDP. It is a size-based measurement that provides opportunities for 
diversification risks and reflects the ability of the market to mobilize financial 
resources and direct investment. This indicator is traditionally using to measure 
stock exchange development because it represents the size of the stock market, 
which connects positively to the ability to mobilize capital and diversify risk (El- 
Wassal, 2013). Market capitalization used by (Levine, 1996; Levine & Zervos, 
1998; Abbadi 2012; Biyan, 2012; Kumar & Padhi, 2012; Crap 2012; Cihak et al., 
2012; Baraja et al. 2013; Hoque et al., 2018; Hossin & Islam 2019). 
 
3.3.1.2 Total Value of Shares Traded Ratio (TV) 
 
The total value of shares traded ratio is the equal total value of shares traded 
on the stock market / GDP. It is a liquidity-based measurement, provides the 
regulated trading value of fixed shares. This indicator reflects the stock market’s 
role in providing liquidity for investments at the macroeconomic level. A higher total 
value of shares traded on the stock market means higher liquidity and lower 
investment risk and affects capital allocation and economic growth (Osunubi, 
2004). Stock market liquidity is one of the significant aspects of stock market 
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development; besides, it contributes more attractive financial assets to investors, 
who can buy and sell them easily. Also,total value traded adopted by (Levine, 
1996; Levine & Zevros, 1998; Kumar & Padhi, 2012; Crap, 2012; Cihak et al., 2012; 
Barajas et al. 2013; Dahoodi, 2015; Abbas et al., 2016 ). 
3.3.2 Economic Growth 
 
The definition of economic growth is the increase in the inflation-modified 
market value of goods and services produced by the country's economy, enables 
the subsequent increase in national income level (Rioja & Valev, 2014). We 
measure economic growth in Palestine by real per capita GDP, which computes 
as follows: Real GDP per capita (𝑦/𝑁), whereby real GDP indicates by y and total 
Population indicates by N (Tinavapi, 2017). 
Real GDP per capita (PCARITA) = (real GDP / total population) 
 
3.3.3 Political Instability 
 
In theory, political instability defines as politically motivated violence that 
focuses on the occurrence of political unrest or violence in society, such as 
assassinations, demonstrations, etc (Annett, 2001). Political Stability and Absence 
of Violence and Terrorism index: Measures the possibility to destabilize or 
overthrow the government by illegal or violent means, including politically 
motivated violence and terrorism. Several factors contribute to this index: 
Economic Intelligence Unit, the World Economic Forum, and Political Risk 
Services, Country security risk ratings, among others (WGI, 2019). This study used 
an index for political stability during 1997-2019; the purpose is to measure the 
moderating impact of political instability on the relationship between stock 
exchange development and economic growth. Based on the study of (Muhammad 
et al. 2008; Hoque et al., 2018), our study utilized the following measures to 
formulate the index of political stability in Palestine. 
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Proxy variables for political stability: 
 
Election Density Ratio (EDR) X1: Calculated by dividing the study period by 
the number of elections. 
Longevity of the regime X2: Indicates how many times the ruling party 
 
changed during the specific period. 
 
The number of political parties X3: The increase in parties and alliances 
number means political instability. 
Composite of risk Rating (ICRG) X4: An index that measures political 
instability; a higher value indicates regime stability while a low value shows 
regime instability. 
Index of authoritarian regime X5: It measures the degree of democracy. A 
 
higher level of participation leads to higher levels of democracy and stability, 
and vice versa. 
Eventually, all the variables mentioned above define a country's political 
stability as a single index called Aggregate Political Stability Index from the 
World Bank. It measures the possibility of political instability or politically 
motivated violence, and terrorism. 
3.3.4 Sector Characteristics: 
 
Sector characteristics group firms according to their business activities and 
allowing investors to compare between them. The indicator, which determines the 
stock exchange development for each sector: 
3.3.4.1 Market Capitalization for each sector 
 
It is the total value of all outstanding shares in each sector. (Market 




4.1 Overview of research design and model 
 
Research design is critical to each study, as it is the research framework or 
method used as a guide in data collecting and analysis; It is a road map of how 
data are collected, measured, and analyzed, which helps answer the study's 
research questions (Orodho, 2009). The research objectives and questions define 
the research strategy to be adopted (Abbas et al., 2016). Furthermore, research 
designs are chosen based on the nature of the problem, the data collection, 
measurement, and analysis. Hence, getting good outcomes related to the 
capability to access the data, time limitations, and the techniques used in analyzing 
them. 
This research applied a quantitative explanatory research approach. The 
purpose of this research to empirically identify the financial factors that influence 
economic growth. By this design, the study is flexible in using different tools to 
collect data. Through the literature review, the standard analysis method by time- 
series study has also been applied successfully by various researchers (e.g., 
Abbadi, 2011; Chizea 2012; Hoque et al., 2018). We use the Co-integration 
approach to determine the short-run and long-run relationships. 
According to Sekaran & Bougie (2013), this design is beneficial for the study, 
the explanatory research providing causal relationships and explanations between 
constructs studied through hypothesis testing. Economic growth is a positive 
change in the production level of goods and services that reflects a perception of 
an economic reality that can be measured using standard scientific techniques 
measurement of gross domestic product. Hypothesis testing aims to define specific 
relationships or test the differences between the independence of two or more 
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factors in certain situations. Explanatory research is trying to test a hypothesis that 
states a causal relationship between two or more variables. By evaluating 
hypotheses, this study uses an explanatory research approach and a quantitative 
research model to explore empirically the relationship between stock exchange 
development and economic growth moderating by political instability. 
Additionally, the researcher adopted a quantitative approach for this study 
because the variables have a cause and effect relationship, economic growth, 
stock exchange development, and political instability. Testing the hypothesis is a 
research method that aims to determine the nature of relationships. We formulate 
the research framework based on previous literature by obtaining secondary data 
from the relevant sources in the form of a time series for the study variables, 
building a standard model for the variables in the form of a log-linear regression 
model, and processing the time series according to the rules of econometrics. The 
last stage includes the findings and conclusion of the study. 
4.2 The population of the Study 
 
The population explains as a complete set of cases chosen from a sample. 
Knowing the population helps answer the research questions for the study and 
contributing to the solution. The study population is all the companies listed on the 
Palestine Securities Exchange from 1997-2019. The target community will include 
all 48 companies listed on the Palestine Securities Exchange during 1997-2019. 
4.3 Sample Size and Sampling Technique 
 
This study will include all firms listed on the PSE from 1997 until 2019. The 
population comprises the 18 firms listed in PSE in 1997 to the 48 firms at the end 
of 2019. The study uses census as the sampling technique (complete 
enumeration), market capitalization, and the total value of shares traded of the 
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firms in the target population will be calculated annually from t1997 to 2019, and 
recognize the influence analyzed on the economic growth measured by the real 
per capita GDP. 
4.4 Data Collection 
 
Secondary time-series data used for this study for the period between 1997- 
2019 to measure the stock exchange development, the researcher used market 
capitalization ratio to indicates the market size and the total value of shares traded 
as an indicator of the market liquidity, from Palestine Securities Exchange to use 
in this study; also, to measure the sector characteristics, the researcher used 
market capitalization per sector from the Palestine Securities Exchange. The 
Palestinian Central Bureau of Statistics (PCBS) provided real GDP per capita data, 
the Worldwide Governance Indicators (WGI), and the World Data Bank provided 
time-series data of political instability. This study concentrates on the Palestinian 
economy, spanning from 1997 until the end of 2019. 
This period was taken based on the establishment of the Palestinian 
government, as it indicates the beginning of the alliance between the Palestine 
Stock Exchange and the gross domestic product data available. That helps us to 
understand the role that political instability has played in the relationship between 
the stock market since its inception on the economic growth in Palestine. As for 
political instability, we used secondary time-series data from 1997-2019 for a set 
of indexes in the literature; the index is political stability is Aggregate Political 
Instability Index obtained from Worldwide Governance Indicators (WGI) and the 
political instability index of World Bank. We used for our analysis the following 
sources used by Barro (1989), the indicator of political assassinations (Aron, 2000; 
Carmignani, 2003; Muhammad et al., 2008; Houqe et al., 2018) used an index of 
aggregate political instability. We obtained data from Worldwide Governance 
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Indicators (WGI) and the political instability index of the World Bank. We analyzed 
the data, using the Eviews 7.0 software package. 
4.5 Data Measurement 
 
Using a logarithmic regression line model and processing the time series 
according to the econometric rules for these equations, the study builds a model 
that states the effect of political instability on the relationship between stock 
exchange development and economic growth in Palestine. Measurers of variables 
are as follow: 
4.5.1 Stock exchange Development 
 
We calculated the indicators of the stock exchange development as follows: 
 
4.5.1.1 Market Capitalization Rate (MC)= (Total market value of listed shares 
 
/GDP) * 100%, this indicator reflects the ability of the market to mobilize 
financial resources and direct investment when the market capitalization 
increases the stock market value raise and increase the stock market size 
and leads to economic growth 
4.5.1.2 Total Value of Shares Traded Rate (TV)= (total value of shares traded / 
GDP) * 100%, this indicator reflects the stock market capacity in providing 
liquidity for investments at the macroeconomic level. A higher total value of 
shares traded means higher market liquidity, and lower investment risk 
leads to more capital allocation and affects economic growth (Osunubi, 
2004). 
4.5.2 Economic growth 
 
The measurement of the economic growth is as follows: 
 
Real GDP per capita (PCARITA) = (real GDP / total population) 
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The study reports the real GDP per capita by dividing the total economic output by 
population and adjusting for inflation. The real GDP is a more reliable metric when 
comparing economies over time. 
4.5.3 Political Instability (PI) 
 
The total of the value / the numbers of indicators. It measures from two to -2 points; 
a low level indicates a high political instability, while a high level shows high political 
stability. The aggregate political stability index is an average of several other 
indices, including those by the Economist Intelligence Unit, World Economic 
Forum, and Political Risk Services. To determine the moderating effect of political 
instability on stock exchange development and economic growth. 
4.5.4 Sector Characteristics: 
 
(Market capitalization for each sector / NGDP), the sector characteristic indicator 
is a market capitalization for each sector. The researcher multiplies the number of 
outstanding shares by the current market value per share for each company listed 
on the stock exchange; next, evaluate the market capitalization for each sector to 
analyze its impact on economic growth in Palestine. 
4.6 Analytical Tools 
 
To analyze the secondary series data and determine the facts. This research 
used statistical methods and software. 
4.6.1 The model specification and standard form 
 
This study used the logarithm formula for the analysis of time-series data, as 
recommended in the literature. By converting the variables to logarithms, Benoit 
(2011) suggests that variables become more homogeneous and the coefficients 
become elasticities rather than slopes. Enables comparison, and it has great 
importance in estimating the standard models and gives the long-run elasticities of 
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independent variables in their effect on the dependent variable, and decreasing 
the dispersion of the data. Furthermore, we chose natural logs because their 
coefficients are explicitly interpretable as approximate proportional differences: a 
coefficient of 0.06, a difference of 1 in x corresponds to an approximate 6 percent 
difference in y with a coefficient of 0.06, and so on. 
The econometric specification 
 
a) The model for examining hypothesis 1, the contribution of PSE on 
economic growth initially formulated as follows: 
LPCAPITAt= 𝛽0 + 𝛽1LMCt + 𝛽2LTVt+ εt.....................................................................................H(1) 
 
The above equation allows us to examine H1, whether the stock exchange 
development has a significant impact on economic growth. As (LMC) refers to the 
market capitalization rate obtained by dividing the total market capitalization by 
GDP to measure the stock exchange development, assuming that market size 
positively correlates with the current liquidity (Levine and Zervos, 1996). The (LTV) 
refers to the total value of shares traded rate obtained by dividing the total value of 
traded shares over GDP (Akinlo, O.O., 2009). The higher total value of traded 
shares leads to higher market liquidity and reduced investment risk, leading to 
more capital allocation, leads to economic growth. 
The researcher introduced this model depending on the traditional view that 
stock exchange development is a significant indicator of an economy; a rise in the 
size and liquidity could grow the economic growth. Several researchers have used 
the model (e.g., Baboo, 2009; Yadirichukwu & Chigbu, 2014; Dahoodi, 2015; 
Aigbovo et al., 2015). 
b) The model for estimates hypothesis 2, stock exchange development 




1. LPCAPITAt = LMCt 
 
2. LPCAPITAt = 𝛽0LMCt + 𝛽1LPIt 
 




1. LPCAPITAt = LTVt 
 
2. LPCAPITAt = 𝛽0LTVt + 𝛽1LPIt 
 
3. PLCAPITAt = 𝛽0LTVt + 𝛽1LPIt + 𝛽2LTV*LPIt+εt ................................................... H2 
 
Researchers argue that political turbulence affects stock exchange 
development and economic growth by discouraging investors from investing in the 
market (Ahmed & Pulok, 2013; Hoque et al., 2018). 
c) The model for examining hypothesis 3, the market capitalization for each 
sector, and the extent of its contribution to economic growth initially 
formulated as follows: 
PCAPITAt= 𝛽0 + 𝛽1LMBAt + 𝛽2LMINSt + 𝛽3LMINVt + 𝛽4LMINDt + 𝛽5LMSVt+ εt……H(3) 
 
Where: 
LPCAPITA: GDP per capita 
 
LMC: Market capitalization rate 
 
LTV: Total Value of Shares Traded rate 
 
LPI: Political instability 
 
LMB: Market capitalization for the banking sector 
LMINS: Market capitalization for the insurance sector 
LMINV: Market capitalization for the investment sector 
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LMIND: Market capitalization for the industrial sector 
 
LMS: Market capitalization for the services sector 
 
εt: Error term 
 
t: The time trend 
 
𝛽0: The constant term in standard form 
 
𝛽1, 𝛽2: The estimated regression coefficients for elasticities assuming 𝛽1, 𝛽2>0 
 
The cointegration test is beneficial to examine the long-run equilibrium and test 
the co-movement of the variables, but preliminary tests require before that. Firstly, 
the data should be static for the model to avoid spurious regression. A stationarity 
test then requires testing whether the data have unit roots because numerous 
financial and economic levels show, as they were random walks. Subsequently, a 
cointegration test was applied to check whether was there a long-run equilibrium, 
In other words, short-run dynamics might have prompted the variables to achieve 
equilibrium in the long run. Then the researcher used an Error Correction Model 
(ECM) to determine the long-run and short-run dynamics and the moderating role 
among the variables. 
4.6.2 Unit root test (Stationary Test) 
 
Subsequently, the unit root test was applied to examine the stationery of time 
series data. Non-stationary in a time series occurs when there is no static mean or 
variance, or both. The stationary series has a static mean, variance, and 
autocovariance at each lag (Brooks, 2008). Therefore, at the outset, this study will 
adopt unit root tests for Augmented Dickey-Fuller (ADF) (1981) to ensure that the 
data series had a unit root problem. The researcher chooses to apply this test due 
it is the most common test to use when testing for stationarity. Dickey and Fuller 
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test the hypothesis testing the existence of a unit root for the time series is ( H0: 
B1=1), which means that the level of the series is non-static and contains a unit 
root. If the (P-value) less than or equal to 5%, thus the null hypothesis is rejected 
and the alternative hypothesis is accepted H1. Numerous financial and economic 
levels show as they were random walks (Nowbutsing, 2009). In this sense, 
verifying the staticity of the time series is one of the most significant pre-analysis 
conditions in which all the variables used in the analysis are subjected to static 
tests to examine the degree of integration of each series for each variable (Al- 
Madhoun, 2016). 
4.6.3 Co-integration Test 
 
The co-integrated variables have a long-run relationship or equilibrium 
between them (Hassan et al., 2011). A difference of variables to achieve stationery 
status drives to loss of long-term characteristics. The cointegration of two or more 
time series occurs when the fluctuations of one cancel it for the other. So that the 
ratio between their two values remains constant over time, and to occur, these 
series must be integrated to the same degree in the sense that their values are 
static (Hossin & Islam, 2019). 
The Johansen model is more reliable because it considers more variables 
than other models (e.g., Enders, 2004). Hence, we examine hypothesis 1, whether 
there is a long-run equilibrium relationship between stock exchange development 
and economic growth using the Johansen model. A value greater than 5% of the 
statistical value is a reason to reject the null hypothesis that the variables are not 
cointegrated. 
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4.6.4 Error Correction Model 
 
The error correction model is used to recognize to what extent the variables 
are co-integrated in the short run and to reveal the rate of correction of variables 
in the long run. (Hossin & Islam, 2019). Researchers estimate an Error Correction 
Model (ECM) by adding the amount of the equilibrium error to the regression 
equations of the model. This model allows us to link short- and long-run variables 
during the adjustment processes to reach the long-run equilibrium. 
The ECM is used to investigate hypothesis 1, whether there is a short-run 
relationship between stock exchange development and economic growth. 
We examined hypothesis 2 using the ECM, the relationship between stock 
exchange development and economic growth moderating by political instability by 
testing whether the result is lower than the critical value for 5%. Therefore, we 
examined whether political instability and economic growth interact positively or 
negatively. The negative interaction indicates that political instability hinders the 
performance of the stock exchange development in boosting economic growth and 
vice versa. 
Furthermore, the ECM is used to examine hypothesis 3, whether all the PSE 
sectors contribute to economic growth, through connecting the short-term and 
long-term variables during the adjustment processes to reach the long-term 
equilibrium. The coefficient value with a probability value < 0.05 indicates an 
effect running from the sector of PSE to economic growth. 
4.6.5 Normality Test 
 
Normality tests are a statistical process used to determine whether the sample 
data has been drawn from a normally distributed population and well designed by 
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a normal distribution and to calculate how likely the underlying random variable of 




RESULTS AND DISCUSSION 
 
The researcher presents the most significant findings of the statistical analysis 
of the data that aims to examine in this chapter. The regression models of the time 
series variables are estimated to know the effect of the independent variables on 
the dependent variables and explain the results from a financial point of view and 
give a logical explanation for the results obtained statistically. 
5.1 General Description Of The Research Object 
 
This chapter seeks the impact of political instability on the development of the 
Palestine Securities Exchange and economic growth link utilizing statistical 
methods relying on econometric techniques to determine the equation of the 
regression model. The main objects of this study are first to explore the 
characteristics of the relation between Palestine Securities Exchange development 
and economic growth. Secondly, examine the moderating role of political instability 
on the development of the PSE and economic growth relationship, and thirdly to 
define which sector of the Palestine Stock Exchange contributes to economic 
growth. 
1. This study shows hypothesis 1, the stock exchange development and 
economic growth model functionally without moderation effect as below: 
LPCAPITAt= 𝛽0 + 𝛽1LMCt + 𝛽2LTVt + εt ............................................................ H1 
 
In the above Eq.1, (PCAPITA) indicates the real per capita GDP in Palestine, 
(MC) is the market capitalization, and (TV) is the total value of shares traded rate, 
which indicates the stock exchange development. The study established the above 
regression model based on the traditional view that when the stock exchange 
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experienced significant growth, the economy will experience a boom in the future 
and vice versa (Comincioli, 1996). 
2. The study estimates hypothesis 2, the relationship between stock 
exchange development and economic growth, moderating by political 
instability. The model formulated as follow: 
A. 
 
4. LPCAPITAt = (LMC)t 
 
5. LPCAPITAt = 𝛽0+ 𝛽1LMCt + 𝛽2LPIt 
 




4. LPCAPITAt = (LTV)t 
 
5. LPCAPITAt = 𝛽0 + 𝛽1LTVt + 𝛽2LPIt 
 




In the above Eq.2, (PCAPITA) indicates the real per capita GDP, (MC) is the 
stock market capitalization indicate the size of Palestine stock exchange 
development, (TV) is the total value of shares traded, indicates the liquidity, and 
(PI) indicates the political instability in Palestine. 
3. This model examines hypothesis 3, the market capitalization for each 
sector, and the extent of its contribution to economic growth, is formulated 
as follows: 
LPCAPITAt= 𝛽0 + 𝛽1LBAt + 𝛽2LINSt + 𝛽3LINVt + 𝛽4LINDt + 𝛽5LSVt+ εt ............. H3 
 
In the above Eq.3, (PCAPITA) indicates the real per capita GDP in Palestine, 
BA is the Banking sector, INS is the Insurance sector, INV is the Investment sector, 
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IND is the Industrial sector, SV is the services sector of PSE. We established the 
above regression model to examine each sector of the Palestine securities 
exchange that contributes to economic growth. 
Furthermore, the chapter reviews the results of time series analysis and its 
standard testing functions, such as descriptive statistics and normality analysis. 
5.2 Descriptive Statistics 
 
The descriptive statistics covered by the study are trends in the GDP per 
capita (PCAPITA) as an index of economic growth, market capitalization (MC), 
and the total value of shares traded as indicators for stock exchange 
development. Furthermore, we consider the mean, maximum and minimum, 
standard deviation, Skewness, and Kurtosis values. In the beginning, the study 
described the trend in GDP per capita as shown in Figure 5.1: 


















Source: own computation from research data 
 
From the data in figure 5.1 above, the GDP per capita shows a 
fluctuating trend. The fluctuation of real GDP per capita because of the 




























































































































Moreover, the study analyzes how the stock exchange development 
indicators, which are the market capitalization rate and the total value of 
shares traded ratio on the PSE, have been performing in Palestine. 
Figures 5.2 show the summary results for the market capitalization rate. 




















Source: own computation from research data 
 
Based on figure 5.2, PSE performed poorly at the beginning of the 
establishment of the market between 1997 and 2004 due to the small number of 
companies listed and the Al-Aqsa Intifada, and the subsequent destruction of 
Palestinian institutions that affected economic activity. Between 2004 and 2009, it 
reached its highest level with an increase in the number of companies listed on the 
market and political stability. However, there was a stable trend performance again 
that extended from 2010 until 2019. 
Otherwise, by comparing the average market capitalization rate of Palestine 
Stock Exchange and the Amman Stock Exchange during the period 2015-2019, 
we find that the average market capitalization rate of the Palestine Stock Exchange 
reached 25.2, while the average market capitalization of the Amman Stock 










































































































market capitalization rate due to the lack of confidence for investors because of 
the economic and political fluctuations. 
















Source: own computation from research data 
 
According to figure 5.3, the total value of shares traded on the PSE shows 
a decreasing trend, implying that the stock exchange liquidity has decreased over 
time. The PSE show low trading activities with an average of 2.6% compared to 
the ASE, which averaged 18% (WBD, 2019). Due to the small number of listed 
companies in PSE and lack of investor confidence due to the political turbulence. 















Source: own computation from research data 





























































































































































































Based on Figure 5.4, political instability shows an increasing trend, 
implying that political unrest has been rising over time. 
 
 
















Source: own computation from research data 
 
Figure 5.5 above shows an increasing trend implying that the stock market has 
been growing in the banking sector, services sector. There is a stable trend in 
PSE's investment, industrial, and insurance sectors. 
Israeli restrictions on Palestine, such as control over raw materials and the 
inability to build industrial zones, promoted the development of the services sector 
at the expense of other sectors, specifically the industrial sector. In contrast to 
service activities in Palestine were characterized by their ability to develop in 
unstable conditions. Unlike the industrial sector, which depends on imported raw 
materials through Israeli distribution channels, which leads to higher transaction 
costs, the service sector is less dependent on the availability of raw materials, as 
it relies mainly on human resources. The service sector can exploit information and 
communication technology (ICT), while the industrial sector depends on 
technologies and machines that difficult to obtain. All of that proves that the 










































































































descriptive statistics, describes means, standard deviations, and minimum and 
maximum values of all variables. 
Table 5.1 Descriptive Statistics Results 
 
 
 LMC LTV LPCAPITA LPI Interaction Lbanking Linsurance Linvestment Lindustrial Lservices 
Mean 2281.348 440.0248 1572.687 -1.745652 -4156.086 533.0870 99.82609 484.0000 201.9565 962.4783 
Median 2475.000 340.7700 1606.400 -1.780000 -4845.000 563.0000 100.0000 427.0000 219.0000 1119.000 
Maximum 4457.000 2096.180 1807.500 -1.130000 -785.4000 1245.000 267.0000 1293.000 411.0000 1827.000 
Minimum 510.0000 25.18000 1143.700 -2.160000 -7288.580 48.00000 16.00000 164.0000 31.00000 251.0000 
Std. Dev. 1289.722 471.2537 196.2042 0.268003 2465.329 408.5709 67.92486 281.4112 134.3197 499.9779 
Skewness -0.145866 2.175681 -0.485849 0.513547 0.343352 0.225744 0.715381 1.058665 0.083788 -0.242270 
Kurtosis 1.627711 7.837658 2.056700 2.418102 1.463167 1.742862 2.980028 3.958587 1.702707 1.649850 
Source: by the researcher based on the outputs of Eviews 
 
Table 5.1, shows the mean of the dependent variable GDP per capita 
(LPCAPITA) was 1572.687, the median was 1606.400 in 2010, the minimum value 
was 1143.70 in 2002, the maximum value was 1807.50 in 2012, and the standard 
deviation value was 196.2042. The mean or average indicated that the data has a 
proportion of GDP per capita of 1572.687 on the Palestine Stock Exchange. The 
standard deviation value of the data is lower than the mean. This demonstrates 
that the data has low variation data. 
The data of GDP per capita has a normal distribution, the characteristic that 
around 68% of the observations in GDP per capita lie between +/- 1 SD from the 
mean, as a left-handed and negative skewed, and the kurtosis around 2, the 
distribution is shorter, tails are thinner and less flat than the normal distribution 
indicated that the data gave a Platykurtic distribution. Moreover, skewness has a 
crucial role in finance, as (Conrad et al., 2012) demonstrates that the volatility of 
risk-neutral individual securities, skewness, and kurtosis are closely correlated with 
future returns. The data of GDP per capita shows a higher positive kurtosis, and 
more negative skewness indicates increased risk due to a fatter left tail, which 
means a more probability of extremely great negative outcomes. 
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In terms of the independent variables, all of the selected indices, such as 
market capitalization and total value traded, are experiencing high fluctuations and 
at a higher level. The mean of the market capitalization rate (LMC) was 2281.348, 
the median was 2475 in 2007, the minimum value was 510 in 1997, the maximum 
value was 4457 in 2005, and the standard deviation value was 1289.722. The 
standard deviation value of the data is lower than the mean. This showed that the 
data has low variation. 
Additionally, the market capitalization data has a normal distribution 
characterized by around 68% of the observations being left-handed and negatively 
skewed, a kurtosis of around 1.6 indicates that the distribution is short, the tails are 
thinner than the normal distribution, indicating Platykurtic distribution. 
Market capitalization data shows a higher positive kurtosis, while a more 
negative skewness indicates increased risk due to a fatter left tail, which means a 
higher probability of extremely negative outcomes. 
The mean total value of shares traded rate (LTV) in 2013 was 440.0248, the 
median was 340.7700, the minimum value was 25,18 in 1997, the maximum value 
was 2096,180 in 2005, and the standard deviation was 471.2537. The standard 
deviation was above the mean, indicated that the data has high variation data. 
More values at a positive show the mean is more sensitive to extreme values than 
the median. 
The data of the total value of shares traded has a normal distribution the 
characteristic that around 99.7% of the observations in the total value of shares 
traded lie between +/- 3 SD from the mean, as a right-handed and positive skewed, 
whereas the kurtosis fat tails that means riskier than the normal distribution 
indicated the data were leptokurtic distribution. 
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The mean of political instability (LPI), was-1,745652, the median was-1.7800 
in 2013, the maximum value was-2,16 in 2015, the minimum value was-1,13 in 
2004, and the standard deviation value was 0,268003, indicating that the data of 
PI has highly right-handed positive skewed. The mean indicated that the data 
shows the proportion of political instability is-1,745652. The standard deviation 
value of the data is higher than the mean. This showed that the data has high 
variation data. 
In addition, the data of political instability has a normal distribution the 
characteristic that around 68% of the observations in political instability lie between 
+/- 1 SD from the mean, as a right-handed positive skewed, and the kurtosis 
showed that the distribution is flatter tails than the normal distribution indicated that 
the data gave a Platykurtic distribution. 
Meanwhile, the banking sector mean was 533.0870, and for the insurance 
sector, it was 99.82609, for the investment sector the mean was 484, for the 
industrial sector the mean was 201.9565, and the mean for the services sector was 
926.47. The standard deviation value of the data is lower than the mean. This 
showed that the data has low variation data. 
The data of market capitalization for each sector has a normal distribution, 
the characteristic that around 68% of the observations in market capitalization for 
each sector lie between +/- 1 SD from the mean as a right-handed skewed except 
the services sector that has a left-skewed, and the kurtosis indicated that the 
distribution has a flatter tail than the normal distribution indicated that the data gave 
a Platykurtic distribution, except the investment sector where the data has fat tails 
that means riskier than the normal distribution indicated the data were leptokurtic 
distribution. 
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Eventually, the data of the services sector shows a higher positive kurtosis, 
and more negative skewness indicates increased risk due to a fatter left tail, which 
means a more probability of extremely great negative outcomes. 
5.3 Hypothesis 1: Stock Exchange Development and Economic Growth 
 
Three hypothesis tests were examined, including the unit root test to 
determine whether stock exchange development and economic growth are 
stationary, the cointegration test is used to determine whether a long-run 
equilibrium relationship exists between stock exchange development and 
economic growth, since the Johansen test is dependent on the rank of a matrix 
and its characteristic roots, and the error correction model examine to what extent 
the stock exchange development and economic growth are co-integrated in the 
short-run, and to reveal the rate at which variables will be corrected in the long- 
run. It is a self-restricted regression model by adding the amount of the equilibrium 
error to the equations of the model called the error correction model. 
5.3.1 Unit Root Test 
 
According to the unit root test, the market capitalization rate, the total value of 
shares traded, and the per capita real GDP in Palestine are stationary or not. 
Dickey-Fuller formulated the test to avoid using inefficient models. For the period 
1997-2019, we used augmented Dickey-Fuller (ADF) statistics. The results of the 
ADF test in table 5.2 are as follows: 
Table 5.2 ADF test results with intercept 
 
Null Hypothesis: GDP has a unit root 
Exogenous: Constant 




 t-Statistic Prob.* 
Augmented Dickey-Fuller test statistic -1.260467 0.6238 
Test critical values: 1% level -3.857386  
 5% level -3.040391  
 10% level -2.660551  
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Note: ***, **, and * denote statistical significance at 1%, 5%, and 10% level 
Source: by the researcher based on the outputs of Eviews 
 
Table 5.2 above, shows the unit root test results for the (ADF) are stationary 
at integration degree 2 or 1 (2). This means the data used in this study are 
stationary in second differences at 1%,5%,10% levels. In the (ADF) test, the null 
hypothesis is whether p=0 (has a unit root), while the alternative hypothesis is p < 
0 (does not have a unit root). 
5.3.2 Cointegration Test 
 
The Unit Root test reveals that the entire time series is stationary. The 
Johansen test for cointegration was performed to verify the existence of a long-run 
equilibrium relationship between the market capitalization rate, the total value of 
shares traded rate, and per capita GDP. 
Table 5.3 Cointegration test results by the Johansen method 
 
Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 
Hypothesized  Max-Eigen 00.05  
No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 
None 0.395879 1.058.360 1.426.460 1,225 
At most 1 0.099111 2.191.826 3.841.466 0,963194 
Source: by the researcher based on the outputs of Eviews 
 
Table 5.3 shows the result of the Johansen test for cointegration of the study 
variables that the trace statistic value is higher than the critical value at 5% levels 
of significance. Accordingly, the null hypothesis, of zero cointegration of variables 
wasn’t accepted, thus the alternative hypothesis was accepted, which indicates the 
existence of cointegration between the variables. That means the market 
capitalization rate, the total value of shares traded rate, and Per capita GDP have 
a long-run equilibrium relationship. Thus, it can be concluded that the Palestine 
securities exchange has a long-run equilibrium relationship with economic growth. 
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5.3.3 Error Correction Model Analysis 
 
This model provides us with a way to link the short-run and long-term variables 
during the adjustment processes to reach the long-run equilibrium. The results are 
presented as below: 
Table 5.4 Error Correction Model (ECM) result 
 
Variable Coefficient Std. Error t-Statistic Prob. 
C 1370.018 57.25653 23.92772 0.0000 
LMC 0.138251 0.026399 5.236929 0.0000 
LTV 0.256189 0.072249 3.545911 0.0020 
R-squared 0.583451 Mean dependent var 1572.687 
Adjusted R-squared 0.541797 S.D. dependent var 196.2042 
S.E. of regression 132.8120 Akaike info criterion 12.73685 
Sum squared resid 352780.7 Schwarz criterion 12.88496 
Log-likelihood -143.4738 Hannan-Quinn criter. 12.77410 
F-statistic 14.00681 Durbin-Watson stat 0.760744 
Prob(F-statistic) 0.000157   
Source: by the researcher based on the outputs of Eviews 
 
The examination results of Table 5.4 show that the error correction model has 
impressive goodness of fit. Also, the model is linear because the probability value 
< 0.05. The value of R2 reached 0.583451, and the adjusted pair was 0.541797, 
indicating that more than 50% of the short-run systematic variance in per capita 
GDP (LPCAPITA) is explained by the explanatory variables the market 
capitalization rate and the total value of shares traded rate during the study period. 
Moreover, the F value at 14.00681 is highly significant at the 1% level. Thus, the 
hypothesis of an important linear relationship between dependent variables is 
validated. Concerning the contribution of the explanatory variables, all signs of the 
coefficient are correct. The F market capitalization rate value is not that great. This 
means that the market capitalization rate and the total value of traded shares rate 
(LTV) affect the per capita GDP in the short run, and indicated that the 
development of the stock exchange has a significant impact on economic growth 
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in Palestine. The error correction model captures the speed of adjustment from the 
short-run equilibrium. The coefficient shows that the contemporary adjustment for 
economic growth is about 54%, which tends to be higher. 
5.3.4 Normality Test 
 































Source: by the researcher based on the outputs of Eviews 
Based on Figure 5.6, which examines the normality test of the data, it can 
be seen the results from the probability value. that amounting to 0.5887 > 0.05, 
proves the data totaling 23 in this study are normal. 
5.4 Hypothesis 2: Stock Exchange Development and Economic Growth 
moderating by Political Instability 
The hypothesis test was examined through an error correction model. Which 
examines to what extent the political instability, stock exchange development, and 
economic growth are co-integrated in the short-run, and investigate the link 
between stock exchange development and economic growth moderating by 
political instability. 
Series: RESID 













5.4.1 Normality Test 
































Source: by the researcher based on the outputs of Eviews 
Based on Figure 5.7, the normality results can be seen in the probability 
value, which amounts to 0.759 > 0.05, thus, the data totaling 23 in this study are 
normal. 
5.4.2 Error Correction Model Analysis 
 
The results obtained are shown below. 
 
Table 5.5 Error Correction Model (ECM) Result 
 
Variable Coefficient Std. Error t-Statistic Prob. 
C 1868.024 575.0756 3.248310 0.0042 
LMC -0.283260 0.232586 -1.217873 0.2382 
LPI 317.5549 374.6614 0.847579 0.4072 
INTERACTION -0.217805 0.144505 -2.507252 0.0482 
R-squared 0.443125 Mean dependent var 1572.687 
Adjusted R-squared 0.355197 S.D. dependent var 196.2042 
S.E. of regression 157.5512 Akaike info criterion 13.11415 
Sum squared resid 471625.2 Schwarz criterion 13.31163 
Log-likelihood -146.8127 Hannan-Quinn criter. 13.16381 
F-statistic 5.039653 Durbin-Watson stat 0.528640 
Prob(F-statistic) 0.009770   
Source: by the researcher based on the outputs of Eviews 
Series: RESID 













The results in table 5.7 show that the error-correction model has impressive 
goodness of fit. As the R2 value was 0.443125, and the adjusted pair was 
0.355197, it indicates that more than 35% of the short-run systematic variation in 
per capita GDP (LPCAPITA) was explained by the explanatory variables during 
the study period. The F statistic value of 5.039653 is significant at the 1% level. 
Thus, the hypothesis of a significant linear relationship between the dependent 
variables is validated. Moreover, the contribution of the individual explanatory 
variables, the ECM term in the results has a significant value (0.0482 with the 
coefficient negative beta). The negative interaction indicates that political instability 
hinders the performance of market capitalization to boost economic growth. This 
indicates that H2 is accepted, political instability can negatively moderate the 
relationship between (LMC) and (LPCAPITA). In the sense that political instability 
negatively moderates the relationship between stock exchange development and 
economic growth. So, the high level of political instability weakens the relationship 
between stock exchange development and economic growth. 
5.5 Hypothesis 3: The sector of the Palestine Stock Exchange that 
contributes to economic growth 
We conducted the error corrections model to examine the impact of each 
sector of the Palestine Securities Exchange on economic growth, and the results 
are presented as below: 
Table 5.6 The PSE sectors contribution to economic growth 
 
Dependent Variable: GDP 
Method: Least Squares 
Date: 03/15/21 Time: 01:26 
Sample: 1 23     
Included observations: 23 
Variable Coefficient Std. Error t-Statistic Prob. 
C 1397.895 74.82867 18.68128 0.0000 
LBANKING 0.532990 0.509142 2.406838 0.0398 
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LINSURANCE -1.550593 1.892171 -0.819478 0.4239 
LINVESTMENT 0.009946 0.446839 0.022260 0.9825 
LINDUSTRIAL -0.526660 2.594209 -0.203014 0.8415 
LSERVICES 0.152731 0.126887 2.203678 0.0452 
R-squared 0.641565 Mean dependent var 1572.687 
Adjusted R-squared 0.536143 S.D. dependent var 196.2042 
S.E. of regression 133.6288 Akaike info criterion 12.84747 
Sum squared resid 303563.2 Schwarz criterion 13.14368 
Log-likelihood -141.7459 Hannan-Quinn criter. 12.92196 
F-statistic 6.085691 Durbin-Watson stat 0.742711 
Prob(F-statistic) 0.002092   
Source: by the researcher based on the outputs of Eviews 
 
Table 5.6 above shows the sectors of PSE that contribute to economic 
growth, with the banking sector having the highest coefficient value of 0.532990 
(53.2990%) with a probability value of 0.0398 < 0.05, and the services sector has 
the second-highest coefficient value of 0.152731 (15.2731%) with a probability 
value of 0.0452 < 0.05, which significant in level 5%. The industry, insurance, and 
investment sectors have no significant impact on economic growth. 
The restrictions foisted against Palestine by Israel, such as control over raw 
materials, and prevent the construction of industrial zones. Which promoted the 
development of the services sector at the expense of other sectors, specifically the 
industrial sector. In contrast to other sectors, service activities in Palestine were 
characterized by their ability to develop in unstable conditions. Unlike the industrial 
sector, which depends on imported raw materials through Israeli distribution 
channels, which leads to higher transaction costs, the service sector is less 
dependent on the availability of raw materials, as it relies mainly on human 
resources. The service sector can exploit information and communication 
technology (ICT), while the industrial sector depends on technologies and 
machines that are difficult to obtain. All of that proves that the Palestinian economy 
is a service economy. 
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Table 5.7 Summary of results 
 
Model Variable Result Result 
Model 1 (MC) (PCAPITA) Market capitalization (MC) 
influence Per capita GDP 
(PCAPITA) 
Significant 
 (TV) (PCAPITA) The total value of shares 
traded (TV) influence Per 
capita GDP (PCAPITA) 
Significant 
Model 2 (MC*PI) (PCAPITA) Political instability (PI) 
moderates the relationship 
between Market 
capitalization (MC) and Per 
capita GDP (PCAPITA) 
Significant 
 (TV*PI) (PCAPITA) Political instability (PI) 
moderates the relationship 
between the total value of 
shares traded (TV) and Per 
capita GDP (PCAPITA) 
Significant 
Model 3 (BA) (PCAPITA) The banking sector (BA) 
influence Per capita GDP 
(PCAPITA) 
Significant 
 (INS) (PCAPITA) Insurance sector (INS) 




 (INV) (PCAPITA) Investment sector (INV) 




 (IND) (PCAPITA) Industrial sector doesn’t 




 (SV) (PCAPITA) Services sector influence 
Per capita GDP (PCAPITA) 
Significant 
Source: by the researcher 
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The uniqueness of the research result is the government performance, mainly 
the economic growth. Therefore, it is national economic growth from 1997 to 2019; 
because it depends on the primary interest of the variables. 
5.6 Discussion 
 
In this study, we have examined the relationship between stock exchange 
development and economic growth moderating by political instability. Furthermore, 
we examined the contribution of each sector of the PSE to economic growth in 
Palestine. 
5.6.1 Stock exchange development and economic growth 
 
This study investigates the development of the stock exchange and economic 
growth in Palestine. The result of this research showed that H1 is accepted. It is 
evident through the results of the time series analysis that there is a statistically 
significant relationship between the independent variable the Palestine Stock 
Exchange represented in the market capitalization rate, the total value of shares 
traded rate, and the dependent variable GDP per capita as an index of economic 
growth. We used the Johansen test for cointegration and the results showed that 
there is a long-run equilibrium relationship between the independent and 
dependent variable, indicating that more than 50% of the short-r systematic 
variance in per capita GDP (LPCAPITA) is explained by the explanatory variables 
the market capitalization rate, and the total value of shares traded rate during the 
study period. Whereas the error correction model shows that the short-term 
adjustment speed to achieve long-term equilibrium is 54% per year, achieving an 
equilibrium on the relationship between study variables in the long run. 
This means that the dependent variable, per capita real GDP, needs a period 
to fully absorb the shock or changes that occur to the independent PEX indicators, 
which is the market capitalization rate and the total value of shares traded rate, 
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and this period is considered relatively acceptable in its impact on economic growth 
compared to the influence of other factors. So, increase the market capitalization 
and trading activities of the Palestine Securities Exchange, would affect the ability 
of the stock exchange to attract investments, and increase investment awareness, 
Also, it’s important to reduce investors resorted to speculation in the market instead 
of long-term investment, which resulted in negative effects on individual savings 
and the size of capital accumulation. 
This result is also supported by previous researchers e.g. (Demetriades & 
Hussein, 1996; Greenwood & Smith, 1997; Ozturk, 2008; Hoque et al., 2018). Ho 
& Odhiambo (2012) investigated the relationship between stock market 
development measured by market capitalization, total value traded, and market 
turnover on economic growth. They found a relationship between stock exchange 
development and economic growth. 
between stock exchange development and economic growth. 
 
5.6.2 The relationship between stock exchange development and economic 
growth moderating by political instability 
Using the error correction model, the empirical results show that political 
instability has a moderating effect on the development of the stock exchange and 
economic growth linkage in Palestine. Where it indicates that more than 35% of 
the short-term systematic variation in per capita GDP (LPCAPITA), was explained 
by the explanatory variables during the study period. In the sense that political 
instability negatively moderates the relationship between stock exchange 
development and economic growth. The high level of political instability weakens 
the relationship between stock exchange development and economic growth. 
The ECM has a significant value with the coefficient negative beta. The 
negative interaction limits the market capitalization in boosting economic growth, 
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which indicates that political instability hinders the performance of the stock 
exchange development to promote economic growth, which means that H2 is 
accepted, as political instability negatively moderates the relationship between 
stock exchange development and economic growth. Thus, the empirical results 
propose that political unrest decreases the interaction between the variables. This 
result also supported the previous study done by (Asteriou & Siriopoulos 2000; 
Roe & Siegel 2011; Hoque et al., 2018). 
5.6.3 The Palestine Stock Exchange sectors and economic growth 
 
Based on the results, the banking sector in PSE has a significant relationship 
with economic growth at a 5% level. Its contribution to economic growth reached 
53% during the period 1997-2019, as the empirical result shows that the banking 
sector has the highest coefficient value. Besides, the banking sector is the main 
determinant of economic growth in Palestine and the main source of internal 
funding for the economy. Whereas, stock exchange funding for economic growth 
is low and below the required level. So, an increase in funding from stock exchange 
sectors led to improving the economic conditions in Palestine. The second sector 
is the services sector, which contributes to economic growth significantly at 5% as 
its rate reached 15%, while the industry, insurance, and investment sectors have 
no significant impact on economic growth, which proves that high political instability 









This chapter provides a summary, conclusions, and suggestions. The 
summary provides a brief overview of the research problem, objective, and 
methodology, the conclusions provide answers to the research problems that are 
compatible with the study objectives, and the study results related to the 
hypotheses. The recommendations for action offer specific solutions to be 
implemented by specific parties and provide directions for future research. 
6.2 Summary of Findings 
 
The Palestinian economy witnessed many fluctuations in the level of 
performance and a decrease in growth rates, which motivated us to conduct this 
research. The first objective of this study was to identify the relationship between 
stock exchange development and economic growth. It is evidence that stock 
exchange development contributed to the economic growth of Palestine. 
The second objective seeks to investigate the impact of political instability 
on the relationship between stock exchange development and economic growth. 
It is evidenced that political instability negatively moderates the relationship 
between stock exchange development and economic growth. 
The third objective was to determine the sector of the PSE that contributes 
to economic growth in Palestine. Findings reveal that the banking sector and 
services sector contribute to economic growth in Palestine. The study used annual 
secondary time series data spanning from 1997-2019. The variables used in this 
study included economic growth measured by real GDP per capita as a dependent 
variable, stock exchange development indicated by market capitalization, and the 
total value of shares traded as an independent variable, the sector characteristics 
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measured by market capitalization per sector as an independent variable and 
political instability measured by Aggregate Political Stability Index as a moderator 
variable. Data was collected from the Palestine Securities Exchange, Palestinian 
Central Bureau of Statistics (PCBS) annual reports, the Worldwide Governance 
Indicators (WGI), and the World Data Bank. All estimations were conducted using 
econometric views (Eviews). 
The study applied a unit root test by Augmented Dicky Fuller confirmed that 
all variables were stationary, as the Johansen cointegration approach (1988), 
employed to examine the long-run relationship among variables. Moreover, the 
error correction model (ECM) is employed to investigate the short-run dynamics 
between the variables and examine the moderating role of political instability in the 
relationship between stock exchange development and economic growth in 
Palestine. Also, the error correction model (ECM) is used to identify which sector 
of the stock exchange has a contribution to economic growth in Palestine. 
6.3 Conclusions 
 
The study aimed to find answers to three research questions. The first 
research question was does stock exchange development contributes to the 
economic growth in Palestine. The second research question was does Political 
instability moderates the relationship between stock exchange development and 
economic growth in Palestine. The third research question was do all sectors of 
the Palestine securities exchange contribute to economic growth. 
1. The cointegration test showed the presence of a long-run equilibrium 
relationship between stock exchange development and economic growth, 
as the market capitalization, and the total value of shares traded showed a 
positive relationship in the long run with GDP per capita. This is due to the 
constant increase in the number of shares listed at PSE. More than 50% of 
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the short-run systematic variance in GDP per capita (PCAPITA) explained 
by the market capitalization rate and the total value of shares traded. This 
result fulfills the first hypothesis that stock exchange development 
contributes to economic growth in Palestine. 
2. The error correction model shows that the speed of adjustment in the short 
term to achieve long-term equilibrium is 54% per year, which leads to 
achieving an equilibrium on the relationship between stock exchange 
development and economic growth in the long run. 
3. Although the market capitalization of the PSE contributes to the economic 
growth in Palestine, this is still insufficient when compared to other 
neighboring countries such as Jordan. The average market capitalization 
rate of the Palestine Securities Exchange reached 25.2, while the average 
market capitalization of the Amman Stock Exchange reached 76.2. Also, 
the total value traded rate of the Palestine Stock Exchange is low, with an 
average of 2.6% compared to the Amman Stock Exchange, which 
averaged 18% (WBD, 2019). 
4. The error correction model indicates a negative interaction that limits the 
market capitalization and economic growth relationship. which means that 
political instability hinders the performance of the stock exchange 
development to promote economic growth. This result fulfills the second 
hypothesis that political instability negatively moderates the relationship 
between stock exchange development and economic growth. 
5. The results showed that the performance of the economy and the Palestine 
securities exchange declined in the year when there was a high rate of 
political instability. 
6. The error correction model showed that the banking sector has a significant 
 
contribution to economic growth in PSE at a 5% level. The banking sector 
74  
is the main determinant of economic growth in PSE and the main source of 
internal funding for the economy. More than 53% of the GDP per capita is 
explained by the banking sector in PSE. 
7. The error correction model showed that the services sector contributes to 
economic growth in PSE at a 5% level. More than 15% of the GDP per 
capita is explained by the services sector in PSE. This indicates that the 
services sector contributes a low amount to economic growth. 
8. The industry, insurance, and investment sectors have no significant effect 
on economic growth. 
9. The restrictions foisted against Palestine by Israel, such as control over raw 
materials, and preventing the construction of industrial zones, promoted the 
development of the services sector at the expense of other sectors. 
6.4 Recommendation 
 
After recognition of the study findings, and based on a financial perspective, 
the study recommends the following as a potential solution to improve the role of 
the Palestine Securities Exchange (PSE) in the economic growth of Palestine. 
6.4.1 Recommendations for policymakers 
 
1. The study showed that stock exchange development plays an important 
role in economic growth. Therefore, policymakers can forecast the level of 
economic activities in the economy based on the performance of the stock 
exchange development. 
2. Regarding this, the government, in collaboration with the Bank of Palestine 
and stakeholders in the Palestine exchange securities, should improve and 
sustain the implementation of stock exchange sector reforms to promote 
economic growth in Palestine. 
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3. Based on the financial risk management the study suggests that 
policymakers should design policies that enhance the value traded and the 
market capitalization by listing more public shareholding companies on the 
Palestine stock exchange, which increases the size and liquidity of the 
stock exchange and encourages more foreign investors to take a part in 
the market. 
4. The Palestine Securities Exchange Authority has to develop a plan that 
supports transforming the family companies sector and private joint-stock 
companies into public joint-stock companies in preparation to be listed on 
the PSE. 
5. The Palestine Securities Exchange Authority should have a clear business 
plan for providing more options for investor trading, such as mutual funds, 
preferred stocks, financial derivatives, and the establishment of savings 
and investment funds, which will increase the possibility of portfolio 
diversification and thus promote the attractiveness of the Palestine 
Securities exchange. Reducing or eliminating trading commissions on 
buying and selling operations on the stock exchange, in a way that 
contributes to reducing implicit transaction costs. 
6. The study's empirical results reveal that the presence of political instability 
is one of the main causes that limit the economic growth of Palestine. 
Hence, the government of Palestine has to strive to achieve political 
stability for a sustainable economic growth rate, by increasing the cross- 
relationship with other countries that support the activities of Palestine. 
7. Increasing political stability leads to improve the performance of the 
Palestine Securities Exchange and attracting more internal and external 
investments that would increase the size and liquidity of the PSE and boost 
economic growth in Palestine. 
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8. The government and the stock exchange authority should improve the 
performance of the industrial and investment sector, and a clear action plan 
to provide raw materials, construction of industrial zones, and stimulate the 
family companies sector to enter the stock exchange, which increases the 
size and liquidity of the stock exchange, and improves the performance of 
the industrial and investment sector in the PSE and enhances economic 
growth. 
9. The industrial sector is the key to economic growth, so decision-makers 
can Implementing laws and decisions related to granting incentive benefits 
and customs exemptions for industrial projects. As to reduce electrical 
tariffs and provide incentives to investors in industrial sectors in exchange 
for employing manpower. 
10. The PSE authorities should work to develop the investment sector by 
attracting foreign investments, as they play a major role in creating job 
opportunities and transferring technology. 
6.4.2 Recommendations for future research 
 
This study utilized secondary data to analyze the relationship between stock 
exchange development and economic growth: moderated by political instability in 
Palestine for companies listed in the PSE, more studies must be conducted to 
include unlisted companies to understand better the economic performance. This 
should help stakeholders to set the influence of stock exchange development in 
support of financial sector growth. 
Furthermore, for the establishment of a reliable and comprehensive 
conclusion on the role of the stock exchange development in economic growth. It 
is recommended for further studies using several relevant elements, such as 
investment freedom, governance quality, legal framework, can moderate and 
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mediate this relationship. Finally, examine the transformation of family businesses 
into public joint-stock companies and their impact on the PSE and economic 
growth in Palestine. 
This study focused on the supply-leading hypothesis, the impact of stock 
exchange development on economic growth in Palestine. Therefore, the results 
can only be applied to enhancing stock exchange development. Hence, we 
suggest further studies to examine the demand following hypothesis and the 
feedback hypothesis in Palestine. 
6.5 Limitations of the study 
 
In this study, we used secondary data that is perceived to provide valid 
information related to stock exchange performance. However, this study does not 
examine the factors that can affect stock exchange development such as 
companies’ performance, companies’ reputation, investor’s behavior, and other 
variables. Moreover, this study tested hypotheses using three models, and those 
models are not integrated into a single model, so variables cannot be compared. 
Furthermore, the study focused on the effect of stock exchange development but 
it does not conduct a survey for investors and government that would be able to 
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